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The  Fidelity  IRA  Advantage 
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The  Siemens  answer:  Early  detection  and  prevention. 

Siemens  is  combining  state-of-the-art  laboratory  diagnostics  with  imaging  technologies  with  the  goal  of 
allowing  disease  detection  at  the  earliest  stages.  Molecular  medicine  will  also  contribute  to  this  goal, 
particularly  for  diseases  like  cancer  or  Alzheimer's.  And  advances  in  healthcare  IT  will  make  healthcare 
systems  more  efficient -and  even  enable  more  specific  care  for  patients,  www.siemens.com/answers 


Answers  for  life. 
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©2007  Samsung  Electronics  America,  Inc.  All  rights  reserved,  Samsung  is  a  registered  trademark  of  Samsung  Electronics  Co..  Ltd.  Screen  images  sin  J|Q 


imagine  a  company  that  combines  leadership  and 
innovation  now  combining  HD  DVD  and  Blu-ray 

Samsung's  Next  Gen  Duo  Player  gives  you  the  best  of  both  HD  worlds  by 
bridging  Blu-ray  and  HD  DVD  capabilities  together  in  one  player  It  offers 
Blu-ray  and  HD  DVD  playback  at  an  incredible  Full  HD  1080p  resolution, 
which  delivers  up  to  six  times  the  picture  quality  of  standard  definition  DVDs. 
A  company  that  knows  separating  oneself  from  the  rest  sometimes  means 
bringing  two  separate  things  together.  With  Samsung,  it's  not  that  hard  to  imagine. 
For  more  information  visit  samsung.com/us/duo 
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OIL  TAKES  A  SWIPE  AT  $100 

It  was  a  not -so -nice  round  number  to  start  off  the  new 
year:  Crude  futures  touched  precisely  $100  a  barrel  on 
Jan.  2  in  trading  on  the  New  York  Merc  before  closing 
at  $99.62,  up  $3.64.  Predictions  of  slippage  in  U.S. 
inventories  contributed  to  the  surge,  as  did  attacks  on 
installations  in  Nigeria.  That  wasn't  all:  Analysts  cited 
turmoil  in  Pakistan,  tension  between  the  U.S.  and  Iran, 
and  more  exacting  emissions  standards  for  gasoline, 
which  make  it  tougher  for  oil  refiners  to  keep  up  with 
demand.  What  happens  next  depends  on  global  growth. 
If  it  remains  brisk,  triple -digit  oil  could  be  here  to  stay. 
But  weakness  could  lop  $10  or  $20  off  the  price.  One 
warning  sign  came  on  Jan.  2,  when  the  Institute  for 
Supply  Management  said  U.S.  manufacturing  shrank 
sharply  in  December.  >  bw  page  oss  -The  stealth  on  Giant" 


NEW  YEAR, 
NEW  OIL  JITTERS 
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Data:  Bloomberg  Financial  Markets 


China  refinery: 
If  global  growth 
slows  down,  oil 
prices  could  fall 
fast 
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LACKLUSTER  CHRISTMAS 

hoppers  made  a  game  effort  in 
ite  December  even  though  higher 
asoline  prices  robbed  them  of 
pending  power.  Same-store  retail 
ales  in  the  week  ended  Dec.  29 
'ere  a  slim  2.3%  higher  than  a  year 
arlier,  after  a  2.8%  increase  in  the 
revious  week,  according  to  the 
iternational  Council  of  Shopping 
enters  and  UBS.  For  November 
nd  December  combined,  the 
ouncil  estimates  sales  rose  a  little 
nder  2.5%  from  a  year  earlier. 


JL-PATCH  MAVERICK 

tjlfield-services  provider 
chlumberger  is  cozying  up  to  Big 
Ill's  biggest  rivals:  state-owned 
roducers.  While  the  majors 
pically  want  to  own  rights  to 
iserves— and  take  a  share  of 


the  profits— Schlumberger  works 
as  a  hired  gun  for  a  fixed  fee,  an 
approach  the  national  companies 
like.  But  the  company's  interest 
in  working  on  a  risk/reward  basis, 
and  its  privileged  access,  may  be 
setting  up  a  conflict  with  some  of 
its  most  important  customers. 
I BW I  PAGE  038  "The  Stealth  Oil  Giant" 


ACTIVE  IN  OMAHA 

Warren  Buffett's  billions  seem  to 
be  burning  a  hole  in  his  pocket. 
In  nearly  back-to-back  deals,  the 
Sage  announced  on  Christmas 
Day  that  he  will  spend  $4.5  billion 
to  acquire  60%  of  the  Marmon 
industrial  group  from  the  Pritzker 
family.  He  followed  that  up  on  Dec. 
28  by  saying  he's  moving  into 
the  bond-insurance  business  by 
shelling  out  $436  million  to  buy 
NRG,  the  reinsurance  unit  of  ING 
Group.  On  Marmon,  he's  plan- 
ning in  six  years  to  snap  up  the 
entire  privately  held  1  25-company 
group,  which  generates  $7  billion 
a  year  in  sales.  In  bond  insurance, 
he  plans  to  offer  coverage  for 
government  paper. 
B  "Bonded  by  Buffett"  businessweek. 
com/magazine 


HOUSING:  STILL  A  MESS 

Don't  bet  on  housing  to  shore  up 
its  foundations  this  year.  Sure, 
sales  of  existing  homes  rose  0.4% 
in  November,  the  first  increase  in 
nine  months,  according  to  a  Dec. 
31  report  by  the  National  As- 
sociation of  Realtors.  But  there's 
a  10-month  overhang  of  supply 
at  the  current  pace  of  sales.  The 
Census  Bureau  said  on  Dec.  28 
that  new-home  sales  plunged  in 
November  by  9%  from  a  month 
earlier,  reaching  a  1  2-year  low. 


DUBAI  ROLLS  THE  DICE 

Islam  may  frown  on  gambling,  but 
that  isn't  keeping  Dubai  from  striv- 
ing to  be  a  player  in  Las  Vegas. 
State-owned  investment  company 
Dubai  World  said  on  Dec.  28  that 
it  bought  5  million  more  shares 
of  MGM  Mirage,  the  world's  No.  2 


casino  company,  raising  its  stake 
to  6.5%.  The  price:  $424  million. 
Dubai  last  summer  bought  1 4.2 
million  shares  in  the  casino  com- 
pany controlled  by  Kirk  Kerkorian 
as  part  of  a  $2.7  billion  deal  that 
included  50%  of  MGM  Mirage's 
CityCenter  project  in  Vegas.  Dubai 
World  plans  to  take  a  board  seat 
at  MGM  Mirage  as  soon  as  it 
lands  regulatory  approval. 


WALKING  AWAY 

The  mortgage  market  meltdown  is 
creating  a  problem  for  communi- 
ties around  the  country:  a  surging 
number  of  vacant  and  abandoned 
homes.  Borrowers  commonly  flee 
homes  when  they  go  into  default. 
But  in  some  cases  banks  are 
abandoning  the  houses,  too,  after 
determining  that  their  value  is  so  low 
that  it's  not  worth  claiming  them.  In 
Buffalo  and  Cleveland,  efforts  are 
afoot  to  hold  the  lending  industry 
responsible  for  spreading  urban 
blight,  and  the  tactics  could  provide 
a  model  for  other  regions. 
I  BW  1  PAGE  046  "Dirty  Deeds" 


THE  SURGING  YUAN 

Surprise— Beijing  appears  to  be 
heeding  the  screams  of  its  trading 
partners.  China's  central  bank  has 
let  the  yuan  climb  to  the  highest 
point  since  a  peg  to  the  dollar 
ended  in  July,  2005.  The  yuan, 
which  closed  at  72934  to  the  dol- 
lar on  Jan.  2,  has  gained  2.33%  in 
the  past  two  months,  about  a  third 
of  its  6.9%  rise  for  all  of  2007,  or 
double  the  pace  of  2006.  And  Bei- 
jing may  widen  the  trading  band. 


Buffett:  He's  on 
a  buying  binge, 
gobbling  Marmon 
and  moving  into 
bond  insurance 


Number  of 
cars  and  trucks 
Americans 
bought  in 
2007,  which 
is  the  lowest 
since  1 998 

Data:  Standard 
&  Poor's 
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DESIGNER  PCs 

Inspired  by  Apple,  PC  makers 
are  making  fashion  statements 
at  that  geekfest  in  the  desert,  the 
International  Consumer  Electron- 
ics show,  which  runs  in  Las  Vegas 
from  Jan.  7  to  10.  Some  highlights: 
Lenovo  is  introducing  splashy 
notebooks— super-svelte  and  col- 
orful. Hewlett-Packard  will  hawk 
its  Blackbird  002,  a  black-clad 
desktop  gaming  PC.  And  Neth- 
erlands-based Tulip  is  showing 
off  ultra-high-end  notebooks  that 
look  like  expensive  purses  and  are 
intended  for  wealthy,  middle-aged 
women.  The  idea  is  to  segment 
PCs  the  way  Detroit  does  cars. 
I BW    Page  024  "That  Computer  Is 
So  You" 


JAY-Z  LEAVES  THE  HOUSE 

Maybe  rapping  is  just  more  fun 
than  paperwork.  Jay-Z,  aka  Shawn 
Carter,  on  Dec.  27  announced  his 
retirement  as  CEO  of  Universal 
Music's  hip-hop  label,  Def  Jam 
Records,  in  what  appears  to  be  a 
breakdown  in  contract  talks.  Jay-Z 
had  a  three-year  run  in  which  he 
signed  or  nurtured  such  stars  as 
Rihanna,  Kanye  West,  and  Ne-Yo. 
With  25  Grammys  to  his  credit. 


Jay-Z  will  stay  on  as  an  artist  with 
Def  Jam's  Roc-A-Fella  label.  He's 
branching  out  into  hotels  and  night 
clubs,  having  just  opened  the 
40/40  club  in  Las  Vegas. 


WILL  MIKE  RUN? 

New  York  Mayor  Michael  Bloom- 
berg's lips  say  "no,  no,  no."  But  his 
eyes,  and  his  unnamed  aides,  say 
"yes,  yes,  yes,"  as  the  billionaire 
considers  whether  or  not  to  run  for 
President  as  an  independent.  The 
mayor  has  said  he's  not  interested, 
but  he  showed  a  little  leg  on  Jan. 


MANUFACTURING 
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2,  denouncing  the  entire  crop  of 
Republican  hopefuls  on  the  eve 
of  the  Iowa  caucuses.  On  Jan.  6 
he  will  travel  to  Oklahoma  for  a 
session  with  Unity  '08,  a  group 
pushing  for  a  bipartisan  ticket. 


M&A:  STILL  GOING  STRONG 

Each  day  seems  to  bring  word 
of  another  collapsed  buyout,  but 
reports  of  M&A's  death  are  greatly 
exaggerated.  Announced  mergers 
reached  $4.4  trillion  globally  in  the 
first  1 1  months  of  2007,  setting  a 
record,  says  a  McKinsey  report. 
While  the  volume  of  private  equity 
deals  fell  by  more  than  50%  in 
the  second  half  as  credit  mar- 
kets seized  up,  corporate  activity 
stayed  robust.  Cross-border  deals 
made  up  40%  of  M&A  volume,  up 
from  20%  in  2000.  And  hostile 
takeovers  are  back  in  vogue. 
□  Mckinseyquarterly.com 


A  MERGER  IN  THE  DITCH 

Here's  one  of  those  dead  deals: 
General  Electric  Capital  on  Jan.  1 
gave  up  on  its  $1 .7  billion  acquisi- 
tion of  New  Jersey-based  vehicle 
leasing  firm  PHH.  The  merger  was 
contingent  on  GE  selling  PHH's 


Jay-Z  (left)  quit  i 
CEO  of  Def  Jam: 
Merrill's  Thain 
(right)  announce 
a  cash  infusion 
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lortgage  operations  to  private 
quity  powerhouse  Blackstone 
iroup.  Blackstone  had  said  it 
'as  having  trouble  finding  the 
loney,  given  all  the  problems 
i  mortgage  land.  PHH  has 
sked  GE  to  pay  a  $50  million 
reak-up  fee. 


ALLIE'S  BAD  BET 

taggering  student  lender 
allie  Mae  raised  $2.9  billion 

a  stock  sale  that  closed  on 
ec.  31 .  Most  of  the  money  is 
9eded  to  pay  off  a  derivatives 

lal  with  Citibank  in  which 
allie  essentially  bet  its  own 
ock  price  would  keep  rising, 
ut  Sallie  quickly  needed  to 
Dme  up  with  cash  to  repur- 
lase  44  million  of  its  shares 
lat  have  tumbled  66%  from 
eir  52-week  high  in  July  to 
Jan.  2  close  of  1 9.36.  Sallie 
Id  investors  on  Dec.  31  that 
cost  the  company  roughly 
1.1  billion  to  settle  the  deal. 


OOGLE  FINDS  A  FRIEND 

lan  these  two  behemoths 
jlp  each  other  get  even 
igger?  Google  will  provide 
"jarch,  e-mail,  and  other  Web 
rvices  to  Japan's  largest 
ireless  phone  operator,  NTT 
bCoMo,  according  to  7776 
Me/ on  Dec.  25.  The  deal 
ould  give  the  search  shogun 
;cess  to  NTT's  48  million 
mode"  mobile  Net-service 
[istomers.  Despite  Google's 
igly  share  of  search  quenes 
jjthe  U.S.,  it  trails  Yahoo!  Ja- 
pn  in  that  country.  Meanwhile, 
|rT  has  been  losing  subscrib- 
s  to  KDDI  and  SoftBank 
pbile.  Neither  company  will 
pnfirm  the  deal  yet. 


DING  AFTER  ALITALIA 
f  France-KLM  may  soon 
|d  some  Italian  flavor.  The 
janco-Dutch  carrier,  Europe's 
|gest,  was  chosen  by  the 
llian  government  on  Dec. 
»  as  preferred  bidder  for  a 


controlling  stake  in  Alitalia.  Air 
France-KLM  now  has  eight 
weeks  to  work  out  details  of 
the  purchase,  which  faces 
resistance  from  unions  and 
some  politicians  who  want  to 
keep  the  chronically  unprofit- 
able carrier  in  Italian  hands. 
a'Can  Air  France-KLM  Rescue 
Alitalia?"  businessweek.com/ 
magazine 


FRESH  CASH  FOR  MERRILL 

The  latest  storm-tossed  Wall 
Street  outfit  to  grab  a  life 
preserver  thrown  by  foreign 
investors  is  Merrill  Lynch.  CEO 
John  Thain  said  on  Dec.  24 
that  the  firm  raised  up  to  $6.2 
billion  in  a  private  placement 
with  Singapore's  Temasek 
Holdings,  a  sovereign  fund, 
and  Davis  Selected  Advisors, 
a  respected  money  manager 


in  Tuscon.  Merrill  expects  the 
transactions,  which  represent 
an  ownership  position  of  less 
than  10%,  to  close  by  mid- 
January.  Morgan  Stanley  and 
Citigroup  inked  similar  deals  in 
recent  weeks. 


CATASTROPHE  WATCH 

When  it  came  to  natural  disas- 
ters, 2007  wasn't  a  disaster. 
Losses  from  floods,  cyclones, 
wildfires,  and  the  like  came 
to  $75  billion,  according  to 
Munich  Re,  which  compiles 
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an  annual  tally.  While  that  figure  is 
double  that  of  2006,  it's  short  of 
the  $220  billion  clocked  in  2005 
due  to  Hurricanes  Katrina  and 
Rita.  Nonetheless,  the  German 
reinsurer  predicts  climate  change 
will  exact  a  rising  toll:  The  number 
of  catastrophes  rose  to  950  in 
2007,  the  highest  since  Munich  Re 
began  keeping  track  in  1 974. 
□  munichre.com 


A  DEATH  IN  PAKISTAN 

She  had  survived  an  assassination 
bid  just  weeks  before,  when  she 
returned  to  Pakistan  from  exile. 
And  on  Dec.  27,  Benazir  Bhutto, 
the  U.S. -supported  opposition 
leader,  was  killed  at  a  campaign 
rally  for  the  January  parliamentary 
elections.  Her  supporters  blame 
President  Pervez  IViusharraf,  while 
he  pointed  the  finger  at  extremists 
linked  to  a!  Qaeda.  As  violence 
blazed  across  this  key  U.S.  ally, 
Musharraf  on  Jan.  2  postponed  the 
elections  until  Feb.  1 8,  no  doubt 
partly  to  prevent  her  party  from  re- 
ceiving a  massive  sympathy  vote. 
□  "No  Time  to  Desert  Musharraf" 
businessweek.com/magazine 


APPLE'S  MOVIE  MOVE 

While  Apple  rules  digital  music, 
far  fewer  folks  use  ITunes  to  get 
movies,  partly  because  they  have 
to  pay  $10  or  more  to  buy  them 
outnght,  rather  than  rent  them. 
But  according  to  the  Financial 
Times,  Steve  Jobs  is  expected 
to  announce  a  deal  on  Jan.  1 5 
with  Twentieth  Century  Fox  and 
possibly  other  movie  studios  to  let 
consumers  pay  a  few  bucks  for  the 
right  to  watch  over  a  limited  time 
period.  With  sales  of  high-defini- 
tion DVD  players  languishing, 
analysts  say  Apple's  move  could 
turbocharge  a  digital  distribu- 
tion market  that  has  yet  to  go 
mainstream  despite  the  efforts  of 
Amazon.com,  Microsoft,  and  Wal- 
Mart— which  shuttered  its  online 
movie  store  on  Dec.  21 . 


KENYA  BURNING 

A  few  weeks  ago,  Kenya  seemed 
to  be  one  of  the  most  hopeful 
spots  in  Africa,  with  5%  growth, 
widespread  literacy,  and  even  the 
beginnings  of  a  startup  scene 
in  Nairobi.  But  those  gains  were 
in  danger  after  widespread  mob 


violence  broke  out  following  Presi- 
dent Mwai  Kibaki's  claim  of  victory 
in  an  election  that  foreign  observ- 
ers said  was  flawed.  The  victims 
belonged  primanly  to  Kibaki's 
Kikuyu  tribe,  which  has  benefited 
the  most  from  his  administration. 
Diplomats  were  pressuring  Kibaki 
to  allow  a  recount.  A  peaceful 
solution  might  preserve  hope  that 
Africa  will  get  a  bigger  piece  of  the 
global  emerging-markets  boom. 


THIS  DEAL  MAY  NOT  FLY 

Not  so  fast,  3Com.  The  federal 
Committee  on  Foreign  Invest- 
ment in  the  U.S.  may  deepen  its 
investigation  of  a  proposed  sale  of 
the  company  over  wornes  about 
the  Chinese  government's  role. 
The  transaction  can't  go  through 
without  the  CFIUS  imprimatur. 
China's  Huawei  Technologies 
wants  1 6.5%  of  3Com,  while 
majority  investor  Bain  Capital 
would  get  the  rest.  The  Financial 
Times,  which  reported  the  sharper 
CFIUS  scrutiny  on  Jan.  1 ,  noted 
that  3Com  supplies  anti-hacking 
technology  to  the  Pentagon,  rais- 
ing national  security  concerns. 


Kenya:  Post- 
election unrest 
could  endanger 
the  nation's 
recent  boom 
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RECESSION  FEARS  STILL  LINGER 

At  least  for  the  moment,  economic  prospects  aren't  dire,  thanks  (again)  to  consumers.  But 
cutbacks  in  the  business  sector  could  raise  new  worries 


As  far  as  the  economy  goes,  the  new  year  may  not  offer  much  to  celebrate— at  least  for  a  while.  The 
fallout  from  the  subprime  debacle  is  still  hitting  the  financial  markets,  and  the  investment  climate 
for  2008  remains  touch-and-go.  That's  because  of  the  uncertainty  surrounding  the  two  biggest  risk- 
in  the  outlook:  a  credit  crunch  that  would  put  a  broad  squeeze  on  spending  by  both  businesses  and 
consumers  and  a  continued  sharp  decline  in  home  prices  that  would  pinch  households  even  further. 


The  latest  data,  while  far  from  reas- 
suring, are  not  dire.  They  suggest  the 
economy  is  slowing  sharply  from  its 
4.4%  average  annual  clip,  in  2007's 
middle  two  quarters.  But  they  also  al- 
lay some  recession  fears.  Worries  that 
real  gross  domestic  product  posted  an 
outright  decline  in  the  fourth  quarter, 
perhaps  signaling  the  onset  of  a  reces- 
sion, have  abated.  Sluggish  growth  of 
1%  or  2%  now  looks  likely,  and  a  big 
round  of  thanks  for  that  buoyancy 
goes  to  U.S.  consumers. 

Despite  $3-per-gallon  gasoline, 
falUng  home  prices,  and  tighter  credit, 
the  broadest  gauge  of  inflation - 
adjusted  outlays  for  both  goods  and 
services  rose  0.5%  in  November,  and 
consumer  confidence  ticked  up  in 
December.  Even  if  December  buying 
holds  steady  or  dips  slightly,  as  recent 
lackluster  reports  on  store  sales  sug- 
gest, fourth -quarter  spending  still  will 
grow  close  to  the  2.8%  annual  rate  of 
the  third  quarter,  providing  a  major 
pillar  under  overall  growth.  Many  ana- 
lysts had  feared  outlays  would  stagnate 
or  even  drop. 

Housing  is  another  story.  Through 
November,  housing  starts  had  fallen 
30%,  at  an  annual  rate,  from  their 
third -quarter  average.  That  means 
residential  construction  is  guaranteed 
to  subtract  a  full  percentage  point  or 
more  from  the  quarter's  economic 
growth.  Moreover,  November  sales  of 
new  homes  plunged  9%  to  a  12-year 
low.  Starts  still  have  further  to  fall,  rel- 


ative to  sales,  before  builders'  inven- 
tories get  closer  to  their  typical  levels. 
That  may  not  happen  before  midyear, 
and  house  prices,  down  sharply  for 
existing  homes  in  October,  will  take 
much  longer  to  bottom  out. 

Yet  what  poses  the  greatest  danger 
to  the  economy  over  the  next  few 
months  may  be  neither  housing  nor 
consumers  but  the  business  sector. 
The  combination  of  stronger  ex- 
ports and  weaker  imports  once  again 
contributed  to  positive  fourth -quarter 
growth,  but  companies  seem  increas- 
ingly concerned  about  activity  here  at 
home.  If  companies  get  a  bad  case  of 
the  jitters  about  weak  future  demand 
and  tighter  financial  conditions,  they 
might  sharply  rein  in  their  expansion 
plans.  Job  gains  and  the  income  they 
have  generated  have  been  the  key  to 
consumer  resilience  in  recent  months. 

The  latest  signs  raise  a  caution  flag, 
especially  the  report  from  purchasing 
managers  in  manufacturing  noting 
sharply  worse  business  conditions 
in  December.  New  orders  for  capital 
goods,  outside  of  defense  and  com- 
mercial aircraft,  fell  in  November  for 
the  second  month  in  a  row.  These 
orders  represent  commitments  to  the 
future  and,  as  such,  are  a  good  gauge  of 
business  confidence.  Overall  plant  and 
equipment  investment  in  the  fourth 
quarter  appears  to  have  slowed  for  the 
second  consecutive  quarter.  In  the 
past  there  has  been  a  tight  correlation 
between  capital  spending  and  hiring. 


BUSINESSES  MAY  BE 
TIGHTENING  THEIR  BELTS 


THOUSANDS 


\i 


MONTHLY  AVERAGE  OF 
NEW  JOBLESS  CLAIMS 
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III ■ 
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DEC.  07* 

•THROUGH  DEC.  22 


Data:  Bureau  of  Labor  Statistics,  Global  Insight 

As  for  jobs,  the  upward  trend  in  ne^ 
unemployment  claims  since  August, , 
when  the  financial  market  turmoil 
erupted,  is  not  comforting  (chart). 
Weekly  jobless  claims  data  from  mid 
December  to  mid-  January  tend  to  be 
volatile  due  to  holidays  and  weather, 
but  they  are  averaging  343,000  in  De 
cember,  and  the  average  is  up  in  everj 
month  since  August.  Also,  the  total 
volume  of  claims  has  risen  sharply  in 
recent  weeks,  suggesting  that  a  grow 
ing  number  of  the  newly  jobless  are  n 
finding  work. 

While  fears  of  a  disastrous  fourth 
quarter  have  faded,  the  real  test  is 
shaping  up  to  be  the  first  quarter  of 
2008.  The  economy  will  have  to  get 
past  that  challenge  before  the  outloo 
for  the  remainder  of  the  year  can  stai 
to  look  a  little  brighter.  1 BW 1 
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lEADUNES  ASIDE, 
iOLD  HAS  LOST  LUSTER 

Peter  Coy/Charts  by  Ray  Vella 

old  soared  to  $859  an  ounce  in  midday  trading 
1  Jan.  2,  above  its  highest-ever  close  of  $850. 
jt  consider  this:  In  2007  gold  rose  less  than 
)rn  or  oil.  It's  still  below  its  inflation- adjusted 
?ak  of  about  $2,000,  which  it  hit  in  1980.  More 
)ld  is  in  jewelry  than  in  government  reserves. 


The  biggest  gold  producers:  South  Africa  remained  the 
world's  largest  gold  producer  in  2006.  The  U.S.  was  tied  for 
second  with  China  and  Australia. 


U.S. 
SOUTH      10% 
AFRICA 
12% 


CHINA 
10% 

AUSTRALIA 

10% 


TOTAL  WORLDWIDE 
PRODUCTION  IN  2006: 

About  2,500  metric  tons, 
which  is  almost  the 
weight  of  1 ,000  Cadillac 
escalade  SUVs 
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REST  OF  H^^    ^^m 

THE  WORLD     ^■■j^j^^V 


PERU  8% 
RUSSIA  7% 
INDONESIA  5% 
CANADA  4% 


Data:  GFMS  Ltd. 


here  the 
)ld  is: 

jvernment 
serves  account 
•  only  1 8%  of 
the  gold  that's 
Br  been  mined. 
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Changes  in  commodity  prices:  Gold's  returns  in  2007  were  puny  next  to  those  of  that  other  golden 
commodity,  corn,  whose  price  was  boosted  by  demand  from  cattle  feedlots  and  ethanol  distilleries. 


CHANGES  IN  COMMODITY  PRICES  IN  2007* 


122% ;  77%  1 30%  j  7%  I  ^5% 

Corn  I    Oil  I    Gold  1    Copper  i    Aluminum 


Corn  I    Oil 

Data:  Bloomberg  Financial  Markets 
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STILL  FAR  OFF  ITS  PEAIf 

The  Price  of  Gold:  Gold's  price  adjusted  for  inflation  is  below  its  1 980  level.  On  Jan.  21,1 980  (not  shown  in 
this  chart  of  monthly  closes),  gold  briefly  touched  an  inflation-adjusted  $2,294. 
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.'ALENDAR 


German  trade 
figures  may 
show  exports 
dented  by  the 
strong  euro 


OAD  TO  THE 
fHITE  HOUSE 

in.  8 

ew  Hampshire  holds  the 
3Cond  major  Presidential 
ominating  contest.  The 
■imary  will  be  a  key  test 
•  viability  for  candidates, 
articularly  in  the  GOP, 
here  it  remains  a  five- 
erson  race. 

ERMAN 
lANUFACTURING 

in.  8,  6  a.m.  EST 
ie  November  factory- 
,ders  report  and  the 
idustrial-output  figures 
day  later)  will  shed  new 
j|ht  on  the  slowdown  in 
;mand.  Foreign-trade 
:)ures  on  Jan.  9  should 
low  that  factory  exports 
,e  getting  nicked  by  a 
rong  euro  and  a  weaker 
(S.  economy. 


HOME 

In.  8,  8:30  a.m.  EST 
\e  homebuilder  is 
Ipected  to  post  another 
larterly  loss.  Investors 
II  be  on  the  lookout  for 
ite-downs  as  land  and 
ime  values  continue  to 
|cline  with  few  signs 
Ipt  the  housing 


recession  is  close  to 
hitting  bottom. 

ALCOA 

Jan.  9,  4:30  p.m.  EST 
Weaker  aluminum  prices 
and  higher  energy  costs 
could  crimp  fourth- 
quarter  profits.  On 
Dec.  22,  Alcoa  agreed  to 
sell  its  packaging  and 
consumer  businesses  to 
Rank  Group  as  part  of  its 
strategy  to  shed  low- 
margin  units.  The  moves 
may  also  make  Alcoa  a 
more  attractive  takeover 
target. 

EUROPEAN  MONETARY 
POLICY  MEETINGS 

Jan.  10 

The  European  Central 
Bank  and  Bank  of 
England  are  not  expected 
to  alter  interest  rates. 
Economists  will  pay  close 
attention  to  post-meeting 
statements  for  any  clues 
regarding  future  action. 
Both  of  the  central  banks 
are  confronting  credit- 
market  turmoil  and  slower 
growth,  but  the  ECB 
must  also  contend  with 
rising  inflation. 


SEVEN  &  I  HOLDINGS 

Jan.  10 

The  parent  of  7-Eleven 
and  Ito-Yokado  depart- 
ment stores  will  report 
fiscal  third-quarter  results. 
Higher  costs  and  tepid 
consumer  spending 
growth  are  weighing  on 
earnings  at  its  retail  units. 

FOOD  FIGHT 

Jan.  1 1 

The  European  Union 
faces  a  deadline  to 
comply  with  a  World 
Trade  Organization  ruling 
to  end  a  ban  on  geneti- 
cally modified  (GM)  food 
imports.  Meanwhile, 
green  parties  and  other 
opponents  are  pinning 
their  hopes  on  the 
labeling  of  GM  foods  and 
regulations  that  ensure 
products  containing  such 
produce  are  not  marked 
organic. 

INFOSYS 

Jan.  11,12  midnight  EST 
An  appreciating  currency 
has  probably  hurt  the 
Indian  info-tech  com- 
pany's fiscal  third-quarter 
results.  Because  a  large 
slice  of  its  revenue  comes 
from  the  U.S.,  the  rupee's 
rapid  rise  against  the 
dollar  led  the  company  to 
say  that  it  could  lose 
nearly  $500  million  in 
sales  this  fiscal  year. 

U.S.  FOREIGN  TRADE 
REPORT 

Jan.  11,8:30  a.m.  EST 
Higher  energy  prices  will 
widen  the  November 
trade  gap.  But  most 
attention  will  be  paid  to 
export  growth.  Indications 
are  that  economic  activity 
abroad  is  beginning  to 
moderate,  particularly  in 
some  of  the  largest  U.S. 
export  destinations  such 
as  the  euro  zone,  Mexico, 
and  Canada,  i  BW  i 
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TO  LEA 
A  TRULY 
,GLOa 


STUDY 

In  one. 


Global  Executive  MBA 


Accelerate  your  career  without 
interrupting  it.  lESE's  Global  Executive 
MBA  will  equip  you  with  the  sl^ills  and 
tools  to  successfully  lead  and  inspire 
others  in  today's  global  environment. 

Structured  around  intensive  modules 
that  take  place  in  the  world's  most 
dynamic  locations:  Barcelona, 
Shanghai,  Silicon  Valley,  Madrid, 
India  and  New  York. 


Speak  to  an  admissions  mentor  today 


globalemba@iese.edu 
or  +34  93  253  4248 


Av.  Pearson  21 
08034  Barcelona.  Sp; 
+34  93  253  42  00 
VTOW.iese.edu 
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University  of  Navar 
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The  ser^^rroonf^n  be  a  co  d  and  one  y  p  ace. 
We  can  definitely  help  with  the  lonely  part. 


As  you  sit  there  among  the  humming  and  buzzing  of  servers,  the  miles  of  cables  and  the  flashing  of  tiny  little  lights, 
know  this  -  you  are  not  alone.  At  CDW,  we  provide  you  with  a  personal  account  manager  who  knows  your  business 
and  the  IT  challenges  you  face.  We  make  sure  your  most  difficult  questions  get  answered  by  highly  trained  technology 
specialists  who,  quite  frankly,  are  ridiculously  smart.  And  we  offer  a  full  range  of  custom  configuration  services  that  can 
save  you  valuable  time  and  money  With  all  this,  plus  an  unfathomable  number  of  products  from  the  top  names  in  the 
industry,  you  should  feel  quite  comfortable  knowing  CDW  has  everything  you  need,  when  you  need  it.  And  as  always, 
we're  only  a  phone  call  away 


CDW.com    800.399.4CDW 
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MY  LAMBORGHINI- 
[TODAY,  ANYWAY 


'he  rich  in  America  can  afford  to  buy 
uper- luxury  autos— and  many  do.  But  car 
onnoisseurs  increasingly  are  purchasing 
ime  shares  in  fancy  cars.  Over  the  past  year, 
rcorge  Johnson,  owner  of  a  New  Jersey 
onstruction  company,  has  spent  about 
30,000  for  a  total  of  90  days'  drive  time  in  a 
amborghini  Murcielago  and  a  Bentley 
lontinental  GT,  among  other  pricey  rides.  "It's 
ot  worth  it  to  buy  one  of  these  cars  when  you 
ave  to  fix  them,"  says  Johnson,  a  customer  of 
Gotham  Dream  Cars,  which  sells  fractional  shares 
1  trophy  cars  in  New  York  and  Miami  (mini- 
lum  package:  20  days,  about  $9,000).  Gotham 
resident  Noah  Lehmann-Haupt  says  the  costs 
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and  hassles  of  insuring  and  garaging  exotic  cars 
driven  just  now  and  then,  and  the  rise  in  U.S. 
millionaires  since  2000,  are  feeding  his  business. 
Similar  car  agencies  have  popped  up  to  meet 
demand,  such  as  San  Francisco's  Club  Sportiva. 
Gotham's  newest  target  market:  companies  that 
reward  good  managers  with  time  at  the  ultra -luxe 
wheel  of,  say,  a  $350,000  Lambo.  -DavidKiley 


» 


Former  HP  CEO 
Carly  Fiorina 
exemplifies  the 
law  of  the  CEO 
jaw... 


\\mi 


LEAD  WITH  THEIR  CHINS 


A  strong  chin,  that  Hollywood  staple,  may  also  be 
a  plus  for  aspiring  CEOs.  That's  the  conclusion  of 
New  York  plastic  surgeon  Darrick  Antell,  who  pre- 
sented his  highly  anecdotal  evidence  at  the  recent 
2007  World  Congress  on  Liposuction  Surgery  and 
Advances  in  Cosmetic  Surgery  in  Dubai.  Antell 
drew  a  line  from  the  nose  tip  to  the  chin  on  photos  of 
42  CEOs  from  2005's  top  50  Fortune  500  companies. 
Some  90%  (including  Carly  Fiorina,  then  Hewlett- 
Packard's  CEO)  showed  nonreceding- to -promi- 
nent chins,  vs.  40%  of  the  U.S.  population.  People 
equate  such  jawlines  with  confidence  and  charac- 
ter, says  Antell,  who  performed  20  chin  augmenta- 
tions in  2007.  (Topping  out  at  $7,500,  the  surgery's 
a  bargain  compared  with,  say,  a  $92,000  MBA  from 
Harvard.)  Some  dynamos  have  "deficient"  chins, 
Antell  admits.  But  most  are  entrepreneurs.  When 
it's  time  to  pick  a  top  manager,  the  one  with  the 
Superman  jaw  gets  the  job.  -Ben  Levisohn 


...As  does  Steve 
Ballmer,  who 
took  Microsoft's 
corner  office  in 
2000 
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DIAL  T  FOR 
FOOTPRINT 


The  European  Com- 
mission has  come  up 
with  something  for 
the  eco -warrior  on 
the  go:  a  cell  phone 
application  that  tracks  one's  own  carbon  footprint.  After  downloading 
the  free  program  (at  mobgas.jrc.it),  consumers  can  use  their  mobiles  as 
an  eco -diary,  recording,  say,  time  spent  driving  and  watching  TV.  The 
program  calculates  how  much  greenhouse  gas  their  activities  are  creat- 
ing. If  they  upload  the  data  to  the  site,  users  can  see  their  footprints 
ranked  against  national  and  global  averages.  The  mobGAS  software 
was  launched  to  coincide  with  the  round  of  U.N,  -led  climate  talks  that 
just  concluded  in  Bah.  It's  available  in  21  languages  and  is  accessible  to 
anyone  with  cell-phone  Internet  access.  -Mark  Scott 


BOX  OFFICE  BRAWN 


Will  Smith  set  an  opening- weekend  record  for  iilms  released  in  December  with  his 
latest  flick,  I  Am  Legend,  which  raked  in  $77.2  million  in  its  first  days.  But  he's  not  the 
box  office  champ— Daniel  Radcliffe,  aka  Harry  Potter,  is.  Post-Potter,  the  title  is  up  for 

grabs.  Smith  remains  a  big  draw  among  top  male  stars,  as 
do  the  two  Toms:  Cruise  and  Hanks.  -Ron  Grover 


DANIEL 
RADCLIFFE 

WILL 
SMITH 

TOM 
CRUISE 

TOM 
HANKS 

Number 
of  films 

5 

17 

28 

28 

Average 
opening 
weekend* 

$90.4 

MILLION 

$36.5 

MILLION 

$22.6 

MILLION 

$17.1 

MILLION 

Average 
U.S. 
box  office 

$235.2 

MILLION 

$120.2 

MILLION 

$96.8 

MILLION 

$103.9 

MILLION 

Top- 
grossing 
film 

Harry  Potter  and 
the  Sorcerer's  Stone 

$317.6 

MILLION 

Independence 
Day 

$306.2 

MILLION 

Warof 
the  Worlds 

$234.3 

MILLION 

Forrest 
Gump 

$329.7 

MILLION 

WHERE  SUBPRIME 
JOBS  ARE  GROWING 


The  subprime  mortgage  crisis, 
responsible  for  lots  of  lost  jobs, 
is  creating  an  employment  min 
boom  at  nonprofits  that  try  to 
help  people  keep  their  homes. 

Chicago's  Acorn  Housing 
plans  to  hire  20  people  for  a  ne\ 
call  center.  The  cash  needed  wi 
come  from  local  banks  paying 
Acorn  a  fee  for  each  reworked 


At  a  California 
foreclosure  forum, 
a  brochure  offers 
help  to  those  with 
mortgage  trouble 


■Includes  three-day  and  holiday  weekends.  Note:  All  data  are  for  wide-release  films  only  Data:  Box  Office  Mojo 


mortgage.  "If 
we  come  up 
with  a  work- 
able plan,  we 
save  them  timiv 
and  money,"  explains  Acorn  heaa 
Michael  Shea. 

Homeownership  Preserva- 
tion Foundation  in  Minneapolis s 
which  runs  a  national  help  hot  -  - 
line,  recently  hired  60  people, 
increasing  its  ranks  by  a  third, 
to  250.  And  Operation  Hope,  a 
Los  Angeles  advocacy  group  for  t 
the  poor,  added  five  people  to 
its  staff  of  97.  It's  also  asking  for 
part-time  volunteers  from  the 
banking  industry.  "There  are  a 
lot  of  good  guys  out  there  who 
want  to  bring  back  honor  to  thai 
industry,"  says  director  John 
Bryant.  Even  more  jobs  are  in 
the  offing:  Congress  has  passed 
legislation  providing  $180  mil- 
lion for  counseling  services  to 
help  families  avoid  foreclosure. 
Washington's  NeighborWorks 
America  will  dole  out  the  funds 
when  the  bill  is  signed  into  law. 
-Maggie  Gilmour 
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A  passion  for  the  business  of 
accounting. 


There  is  a  select  group  of  individuals  in  this  world 
who  have  a  passion  for  accounting.  Yes,  accounting. 
And  that  group  happens  to  be  the  accountants  at 
Grant  Thornton.  Our  passion  for  what  we  do  for  our 
clients,  our  expertise  and  partner  involvement,  has 
made  us  one  of  the  largest  accounting  organizations  in 
the  world,  through  our  member  firms  in  112  countries. 
And  with  Grant  Thornton,  you  get  the  industry 
experience  and  knowledge  that's  been  our  hallmark 
for  80  years.  Give  Tom  Rotherham,  managing  partner 
client  service,  a  call  at  312.602.8190,  or  contact  our 
partners  at  www.GrantThornton.com.  Leave  your 
business  card  information  and  we'll  send  you  a  free 
copy  of  the  ACG/Grant  Thornton  whitepaper, 
Crossing  the  line:  The  growing  convergence  of 
private  equity  and  hedge  funds.  It'll  give  you  an 
enlightening  look  at  emerging  issues  that  affect 
private  equity. 

Call  us  today.  Find  out  how  it  feels  to  work  with 
people  who  love  what  they  do. 

Grant  Thorntons 

A  passion  for  the  business  of  accounting* 

Assurance 

Tax 

Business  Advisory  Services 

Transaction  Advisory  Services 


GREENER 
GADGETS 


CONFERENC 

FEBRUARY    1  ,     200 

NEW  YORK  CIT' 


10:00  a.m.  fo  6:00  p.m. 

McGraw-Hill  Conference  Center 
1221  Avenue  of  the  Americas 
New  York,  NY  10020 


LEARN  ABOUT 

THE  CUTTING  EDGE  OF 

GREEN  TECHNOLOGY 

TOPICS  OF  DISCUSSION  INCLUDE: 

•  Environmental  initiatives  from  leading 
consumer  electronics  companies, 

such  as  take-back  and  recycling  programs. 

•  New  environmentally  sensitive 
materials,  product  lifecycle, 
and  design  for  sustainability. 

•  Nev^  innovations  in  renev/able  energy 
technologies  such  as  kinetic  energy, 
fuel  cells,  wind  and  solar  power. 


PRESENTER 

Chris  Jordc; 

Photographer,  Environmental  Adi 

Mary  Lou  Jepse 

Chief  Technology  Officer,  One  Laptop  Per  Child  Proji 

Natalie  Jeremijenk 
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Renee  St.  Deni 
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Douglas  Smit 

Director,  Corporate  Enuironmcnt,  Sa/ety  and  Health,  Son 

Ryan  Bloc 

Editor-in-Chie/,  En^ad^ 

check  the  websit^l^ 

for  additional  speokeril! 
and  conference  informatio)|^ 


sign  up  now 

early  registration  discount  ends  January  15  WWW.greenergadgetS.COITlic 
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RICHARD  PERLE:    Intheprologuetothenewbook 
n«  i/iOTA  Ki    in  Jin      P^'^^nce  of  Darkness:  Richard 
PAKISTAN,  IRAQ,    Perle;  The  Kingdom,  the  Power 
IP  FPflNriMV  ^  the  End  of  Empire  in  America, 

IC  CbUIVUmi,         author  Alan  Weisman  likens 
AND  ELECTION  '08  the  geopolitical  thmker,  Wash- 
ington insider,  and  sometime - 
Isinessman  to  Woody  Allen's  Zelig:  appearing  "in  every 
reign  policy  snapshot"  for  decades.  Perhaps  because  Perle 
a  man  who,  Weisman  suggests,  relishes  intellectual  con- 
ontation,  he  elicits  passionate  feehngs  from  friends  and, 
pecially,  foes.  Critics  have  pilloried  Perle  as  a  leader  of  the 
ocons  M^ho  took  America  into  a  disastrous  war  in  Iraq.  And 
a  director  and  executive  of  Hollinger  International,  Perle 
bk  a  hit  to  his  reputation  when  a  scandal  erupted  around 
)llinger  mogul  Conrad  Black,  who  starts  a  6  Vz-year  prison 
itence  in  March.  But  when  I  talked  with  Perle,  he  was 
xing  optimistic  from  his  vacation  home  in  Provence. 


MARIA  BARTIROMO 

How  big  a  setback  for  democracy  in  the  region  is  the  as- 
sassination of  former  Prime  Minister  Benazir  Bhutto? 

RICHARD  PERLE 

Anytime  a  candidate  in  a  democracy  is  assassinated,  it's  a 
blow  to  the  process.  But  it's  too  soon  to  say  whether  this  will 
be  a  lasting  blow  or  whether  the  Pakistanis  will  get  past  this 
and  wind  up  protecting  their  democratic  institutions. 

Is  there  any  danger  that  Pakistan  will  spin  out  of  control 
and  threaten  economic  progress  and  foreign  investment 
in  neighboring  India,  for  example  ? 

The  Indian  economy  is  a  great  success  story,  and  I  would  be 
surprised  if  it  were  seriously  affected  by  this  assassination. 

We're  seeing  increasingly  significant  investments  in  the 
West,  particularly  in  financial  institutions,  by  oil-rich 
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sovereign  wealth  funds  from  the 
Mideast.  Do  you  find  this  troubUng? 

You're  quite  right.  They  are  becoming  a 
formidable  factor  in  international  capi- 
tal flows.  It  is  the  most  recent  version  of 
the  recycling  of  petrodollars,  and  there 
are  more  petrodollars  than  ever.  What  it 
really  reflects  is  the  inability  of  oil-pro- 
ducing countries  to  develop  their  own  internal  economies. 
Their  preference  is  investing  in  external  economies  because 
they've  been  so  unsuccessful  developing  their  own. 

How  should  the  U.  S.  react  to  these  investments  ? 

I  think  we  would  have  every  reason  to  be  concerned  if  we 
thought  that  the  underlying  motives  behind  the  investment 
were  not  simply  economic  but  included  political  objectives. 
I  don't  see  any  evidence  of  that  so  far.  However,  I  think  we 
want  to  keep  a  very  close  watch. 

What  are  the  biggest  threats  to  business  in  2008  ? 

The  effect  of  the  subprime  crisis  on  liquidity  and  the  behav- 
ior that  produces  among  bankers  is  potentially  the  most  se- 
vere problem.  The  Fed  seems  to  be  doing  what  it  can ....  but 
we've  seen  other  cases  in  which  zero  interest  rates  have  not 
been  a  sufficient  remedy.  Japan,  for  example.  So  one  can't 
have  complete  confidence  in  the  Fed's  ability  to  mitigate  the 
situation.  On  the  other  hand,  the  very  weak  dollar  will  likely 
continue  to  stimulate  a  surge  in  American  exports.  And  in- 
novation and  technology  remain  as  vibrant  as  ever.  I'm  very 
bullish  on  the  American  economy.  If  there  is  a  recession,  we 
will  make  short  work  of  it. 

If  you  were  advising  the  President,  what  would  you  say 
about  destabilization  in  Pakistan,  a  Taliban  resurgence, 
improvements  in  Iraq,  and  the  decreased  threat  of  Iran? 

The  improving  situation  in  Iraq  demonstrates  how  quickly 
things  can  change.  Now,  that  may  sound  strange  because 
it's  five  years  [after  the  war  began],  but  it's  really  only  a  few 
months  since  the  ch  ^.nge  in  strategy,  and  it  is  now  clear  that 
a  good  part  of  the  failr  re  in  Iraq  was  the  choice  of  a  poor 
strategy.  With  the  choi  e  of  a  better  one ,  we  're  seeing  really 
quite  rapid  improvemen  .  We  may  face  some  similar  ques  - 
tions  of  strategy  in  Afgha  istan,  where  there  was  a  period 
of  neglect  after  the  remova   if  the  Taliban  that  allowed 
something  of  a  Taliban  resurt,ence.  But  I  don't  think  it's 
by  any  means  out  of  control.  It  is  related  to  the  situation  in 
Pakistan  because  much  of  the  support  that  the  Taliban  rehes 
on  comes  from  Pakistan.  I'm  not  ready  to  declare  that  the 
Iranian  threat  is  diminished.  The  CIA  National  Intelligence 
Estimate  doesn't  say  what  most  people  think  it  says  because 
it  was  predictably  badly  reported.  When  you  read  behind 
the  headlines,  it's  clear  that  Iran  continues  its  program  to 
produce  nuclear  material,  enriched  uranium.  And  that  is  the 
long  pole  in  the  tent  of  a  nuclear  weapons  program. 

Do  you  find  any  of  the  Presidential  candidates  particu- 
larly well -equipped  to  handle  foreirn  policy  challenges? 

There's  no  track  record  for  any  of  the!<    and... campaigns 


ONE  CAN'T  HAVE  COMPLETE  CONFIDENCE  IN  THE 
FED'S  ABILITY  TO  MITIGATE  THE  SITUATION....  [BUT] 
I'M  VERY  BULLISH  ON  THE  AMERICAN  ECONOMY" 


are  probably  the  worst  way  to  gather  information  about  the 
likely  performance  of  a  President.  Everything  is  said  in  a 
pohtical  context,  and  those  contexts  disappear  very  quickl} 
after  the  votes  are  counted.  Bill  Clinton  ran  for  the  first  timt 
on,  among  other  things,  a  promise  to  intervene  in  Bosnia. 
It  took  about  a  nanosecond  after  he  was  sworn  in  for  him  to 
abandon  that  pledge. 

What  is  the  most  important  issue  in  the  election? 

It's  almost  always  the  economy.  But  there  is  a  much  more 
difficult  -  to  -  define  issue ,  and  that  is  leadership. 

Do  you  think  people  worry  there's  a  leadership  vacuum 

Yes,  I  do,  and  the  fact  is  none  of  the  candidates  seems  to  havi 
really  captured  the  imagination  of  th 
national  electorate.  I'm  really  struck 
by  the  astronomical  number  of  peopl 
in  polls  who  say  they  may  change 
their  mind  before  Election  Day. 


Perle  is  portrayed  as 
a  policy  sharpshooter, 
blasting  away  from  think 
tanks  and  forums 


Do  you  have  thoughts  on  what  thi.i 
election  may  look  like  past  March 

I  don't,  but  there  are  some  things 
about  2008  that  are  fundamentally 
new.  One  is  the  means  by  which 
information  about  candidates  is 
recorded  and  delivered.  Any  foolish 
remark,  any  misstep  is  going  to  be  or 
YouTube  within  hours  and  will  flow 
through  to  the  mainstream  media  a 

few  hours  after  that.  So  there's  an  element  of  volatility  that 

we  didn't  have  in  previous  elections. 

Should  we  be  worried  about  the  strength  and  vibrancy 
we're  seeing  in  other  economies,  such  as  China? 

No.  Look,  one  of  our  great  hopes  for  the  emergence  of  a 
moder  ite  China  has  to  do  with  China's  increasing  wealth 
and  the  idea  that  when  people  have  a  real  stake  in  stability, 
the  world  becomes  safer. 

Time  magazine  made  Vladimir  Putin  its  Person  of  the 
Year.  Is  he  a  friend  or  foe  of  the  U.S.  ? 

He  has  certainly  not  behaved  in  a  friendly  manner.  In  fact, 
he's  barely  missed  an  opportunity  to  cause  us  difficulty,  and 
no  one  should  be  surprised  after  his  career  in  the  KGB. 

Have  you  spoken  to  Conrad  Black  since  his  sentencing? 

No.  IBWI 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 


BUSINESSWEEK  I  JANUARY  14,2008 


< 


HI  and  Adobe  make  it  simple  to  securely  share  information.  Adobe  Acrobat  8 
ofessional  is  designed  to  allow  you  to  create  and  combine  multiple  files  into  one 
)F  document  with  ease.  And  when  Adobe  Acrobat  8  Professional  is  running  on  the 
stomizable  Dell  Precision  T3400,  you  can  maximize  productivity. 


5  ADOBE  ACROBAT  8 

S  PROFESSIONALCOMMUNICATE 

s  ANDCOLUBORATEWITHTHt 

__      i  ESSErmAL  PDF  SOLUTION 


Deir  Precision- T3400 
Woricstation 


Versatile  yet  compatible. 

A  blend  of  power  and  performance. 


Starting  at: 


Includes  19"  E198FP  Analog  Flat  Panel 
Order  code:  BWCM9FQ 


Adobe'  Acrobat   8  Professional: 
An  additional  -420 


Software,  documentation  or  packaging 
may  differ  from  retail  version. 


Adobe 


To  talk  to  a  small  business  expert,  call 
800.759.9783  or  visit  DELL.COM/Share8 


ecommends  Adobe  Acrobat  8  Professional  software.       ,  ■     ,  ,  , 

■f  7a-Bp,  Sal  Ba-Sp  CI    Offeri  sutiecl  !o  thangt.  may  not  6e  combinabfe  with  oite/offfrs/ili«a)Url5.7aii«s.  stiipoi w. iwilliiig  Mil «lto  fees  exHa  >«<i  "ol  suHied  to  bistount.  IJ:S.  Dfll 
usinfss  ntw  pautiases  only  IIMIT  5  DISCOUNItO  OR  P«Oh<OTIONM  HEMS  PER- CUSTOMER.  Oell  reserHS  the  t'm  lo  <antfl  o'«e'S  aiisingUom  ptitifig  or  oltiei  eirois.  Midosofl  and  Windows  Jte  , 
ftik!  or  legistered  tiademarks  ol  Microsoft  Coipotaiion  in  the  Ui.  and/or  oltiCKouDtiies.  »dobe,1lie  »tfolif  lojo  and  AtroDat  are  eilhet  rejistered  liademafks  oi  trademarks  o(  Adobe Spljijls  - 

iialfd  in  the  Unled  Slates  and/or  olliei(oun!»cs.  ,  ■''  j'.   ..   .•.    '  ,'af 


iiii 


028  Anxiety  in  New  Hampshire 
030  Citadel's  Capital  Year 

033  India:  The  World's  Cheapest  Car 

034  The  Lawsuit  L.A.  is  Watching 
036  A  Price  War  in  Health  Insurance 


NEWS 


THAT  COMPUTER 
IS  SO  YOU 

PC  makers  used  to  focus  on  capability  and  price. 
That's  changing— and  fast— now  that  consumers 
want  hardware  that  makes  a  fashion  statement 


By  Steve  Hamm  and  Jay  Greene 

With  nearly  3,000  technology 
companies  touting  their  wares  at  the 
annual  International  Consumer  Elec- 
tronics Show  in  Las  Vegas  from  Jan. 
7  to  10,  it's  a  challenge  to  stand  out 
from  the  crowd— even  for  an  industry 
giant  like  Microsoft.  So  the  software 
behemoth  is  staging  a  "fashion  show" 
in  which  three  top  style  mavens, 
including  Nigel  Barker  from  the  TV 
show  America's  Next  Top  Model,  will 
pick  their  favorites  from  among  a 
dozen  computers. 

When  it  comes  to  design,  rival  Ap- 
ple gets  most  of  the  ink,  but  Micro- 
soft wants  to  demonstrate  that  PCs 
running  Windows  can  turn  heads, 
too.  "There's  a  new  bar  being  set," 
says  Dave  Fester,  general  manager  of 
PC  product  marketing  at  Microsoft. 
"The  market  is  pushing  computer 
makers  to  do  this." 


PC  makers  are  focusing  as  never 
before  on  turning  utilitarian  machines 
into  fashion  statements,  and  not  just 
for  the  young  and  the  hip.  Lenovo 
Group,  the  world's  No.  3  PC  maker, 
is  using  the  Vegas  show  to  promote 
its  expansion  from  commercial  into 
consumer  markets.  The  company 
is  introducing  three  splashy  note- 
books—super-svelte and  colorful,  with 
textured  covers  that  make  them  easy 
to  grip.  The  lightest,  at  2.3  pounds,  is 
aimed  at  sophisticated,  globe-trotting 
professionals. 

Hewlett-Packard,  the  leading  con- 
sumer PC  brand,  will  hawk  such  new 
models  as  its  Blackbird  002,  a  black- 
clad  desktop  gaming  PC  whose  insides, 
with  a  copper-piped  liquid  cooling 
system,  are  as  pleasing  to  the  eye  as 
the  exterior  via  an  easy-to-open  side 
cover.  And  Netherlands  -based  Tulip 
Computers  is  showing  off  ultra -high - 
end  notebooks 
that  look  Hke 


Design  is  a  big  factor  behind  Apple's  rising 
market  share  and  juicy  margins.  No  wonder 
the  industry  is  starting  to  focus  on  style 


expensive  purses 
and  are  pitched  at 
wealthy,  middle- 
aged  women. 
Until  recently, 


1 
PCs  were  viewed  by  many  in  the  induii 

try  as  low- margin  commodities.  Wha 
changed?  Apple  proved  with  its  flash} 
iPods,  iPhones,  and  MacBook  laptops 
that  design  really  matters  to  con- 
sumers. The  company's  aura  of  cool, 
cultivated  masterfully  by  Chief  Execu 
tive  Steve  Jobs,  helped  increase  its  PC 
market  share  worldwide  from  1.8% 
three  years  ago  to  3.2%  now,  accordin; 
to  market  researcher  IDC.  Thanks  in 
part  to  its  high  -  sheen  brand,  Apple 's 
operating  profit  margins  top  18%, 
compared  with  6%  for  Dell.  But  othenii 
companies  are  riding  the  bandwagon  I  ti 
successfully  as  well.  HP's  accent  on 
design  has  helped  it  regain  the  title  of  t;  ai 
the  world's  No.  1  PC  maker  from  Dell,  .|ii 
which  concentrated  on  run -of- the 
mill  office  machines. 


,it 


so  LONG,  WHITE  BOX 

Now  even  Dell  has  become  style - 
conscious.  Last  year  it  brought  out 
new  consumer  PCs  that  came  in  a 
choice  of  eight  colors,  including 
bubble-gum  pink,  yellow,  green,  and 
red.  And  it  just  introduced  its  XPS 
One  — an  elegant  one-piece  desktop. 
"We're  in  the  fashion  business.  The 
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pducts  we  sell  increasingly  make  a 
itement  about  who  you  are,"  says 
ilO  Michael  S.  Dell, 
rhat  perspective  reflects  a  funda- 
;intal  shift  in  who  is  buying  com- 
ters  today.  Corporations  and  small 
sinesses  used  to  provide  the  lion's 
are  of  the  demand.  Now  the  con- 
Tier  market  is  exerting  a  stronger 
j]  on  PC  makers.  Since  2002  the  seg- 
ilnt  has  been  growing  at  a  bUstering 
e.  Last  year  consumer  PC  sales  grew 
h,  while  commercial  PC  sales  grew 
%,  according  to  IDC.  For  much  of 
|t  PC  era,  consumer  machines  made 
about  one -third  of  overall  sales; 
lay,  consumer  sales  constitute  41% 
he  total  PC  market.  "Ifyou'renota 
[yer  in  consumer  these  days,  you're 
[f  a  player,"  says  Roger  L.  Kay, 
sident  of  market  researcher  End- 


point  Technologies  Associates. 

Just  as  the  auto  industry  strives  to 
create  a  car  for  every  type  of  driver,  PC 
models  are  being  designed  to  appeal  to 
specific  kinds  of  people.  Notable  niches 
include  young  men  with  gaming  ma- 
chines, soccer  moms  with  touch- screen 
models  that  sit  shoulder-to-shoulder 
with  kitchen  appliances,  and  teen- 
age girls  with  cute,  pink,  leather -clad 
laptops.  "We're  entering  the  age  of  style 
because  we  have  multiple  PCs  in  our 
households.  So  you  no  longer  have  one 
white  box  that  serves  every  function  for 
every  person  in  the  household,"  says  J. P. 
Gownder,  a  Forrester  Research  analyst. 

ASUSTeK  Computer  has  taken  the 
automobile  analogy  to  its  logical  con- 
clusion, producing  a  laptop  specifically 
for  racing  fans.  Its  Lamborghini  VX2 
notebooks,  with  their  shiny  black  or 


yellow  covers  and  Lamborghini  logos, 
even  make  vroom-vroom  engine 
sounds  when  they  boot  up.  The  price: 
up  to  $3,300. 

Tulip's  notebooks  may  be  the 
ultimate  fashion  accessory.  Some  of 
its  Ego  Lifestyle  Limited  Edition  line 
"handbag"  models  are  encrusted  with 
jewels.  "This  is  for  people  who  drive 
the  Bentley  and  buy  the  Gucci  bag," 
says  Dmitry  Prut,  owner  of  Avant  Gal- 
lery, a  shop  in  Miami's  South  Beach 
that  began  offering  the  Egos  two  weeks 
ago  and  has  already  written  up  three 
orders.  The  limited-edition  models 
range  in  price  from  $7,500  to  $50,000. 
For  $50,000,  you  get  real  diamonds. 

A  few  of  the  new  machines  hitting 
the  market  are  clearly  intended  to 
capture  some  of  Apple's  design  magic. 
But  while  most  of  Apple's  designs  seem 
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aimed  at  that  young,  artsy  slacker  it 
features  in  its  clever  TV  commercials, 
Apple's  approach  isn't  about  target- 
ing hipsters,  says  Donald  A.  Norman,  a 
professor  at  Northwestern  University 
and  author  of  The  Design  of  Future 
Things.  Rather,  the  company's  design 
genius  lies  in  its  dedication  to  making 
simple,  elegant  devices  for  specific 
activities,  not  demographic  types,  he 
says.  Its  early  markets  were  learning 
and  publishing;  now  they're  creativity 
and  entertainment.  "The  proper  way 
to  design  is  not  to  target  an  individual 
type  of  customer.  You  want  lOO  million 
customers,"  says  Norman. 

A  $50,000  price  tag  shrinks  the  po- 
tential customer  base  for  a  PC  consid- 
erably. But  people  appear  willing  to  pay 
a  premium  for  a  machine  that  tickles 
their  fancy.  In  a  2007  survey  by  For- 
rester, consumers  signaled  they'd  pay 
an  average  of  $204  more  for  a  high-end 
laptop  that's  well  designed  and  $253 
more  for  a  high-end  desktop. 

Lenovo  is  so  sure  good  design  will 
help  it  fetch  a  premium  price  that  it's 
skipping  right  over  the  bottom  half  of 
the  PC  market  with  its  new  consumer 
laptops.  It  will  charge  up  to  $2,000  for 
some  versions  of  its  IdeaPad  Ulio,  an 


11-inch-wide,  2.3-pound  notebook 
with  a  bright  red  top  and  a  high -sheen 
display  screen  that  runs  right  to  the 
edge  of  the  lid.  The  Uiio  also  features 
a  vine -like  texture  on  the  surface  of  its 
metal  cover. 

Gowmder,  of  Forrester,  says  that  kind 
of  embellishment  seems  better  suited 
to  Chinese  tastes  than  to  the  U.S. 
consumer.  But  Yao  Yingjia,  execu- 
tive director  of  the  Lenovo  Innovation 
Design  Center  in  Beijing,  whose  team 
designed  the  new  PCs,  says:  "You  have 
to  take  some  risks." 

Now  that  PC  makers  have  designed  a 
vdde  range  of  flashy  machines,  the  bat- 
tle is  spreading  to  the  shelves  of  stores. 
Sony  has  convinced  a  few  retailers  that 
speciaUze  in  TVs  and  audio  equipment 
to  stock  its  Vaio  LT,  a  computer  tucked 
behind  a  flat-panel,  high-def,  wall- 
mountable  screen.  HP  would  love  to 
see  its  TouchSmart  PC,  a  touch -screen 
model  for  the  kitchen,  displayed  along- 
side microwaves  and  refrigerators. 

But  by  and  large,  retailers  haven't 
been  that  adventurous.  They're 
confining  PCs  to  the  computer  aisles. 
"We  still  have  a  long  way  to  go,"  says 
Satjiv  S.  Chahil,  senior  vice-president 
for  global  marketing  for  HP's  Personal 


N  (S 


Systems  Group.  "When  you  go  to  re  il, 
they  are  still  displayed  in  the  old-f£  - 
ioned  ways."  That's  the  next  frontie 
for  these  new-fashioned  PCs.  BW 


LINKS 


As  machines  grow  smarter, 
they'll  need  more  guidance 

In  his  recently  published  book,  The 
Design  of  Future  Things,  design 
guru  and  Northwestern  University 
professor  Donald  A.  Norman 
argues  that  as  the  computers  in 
cars,  household  appliances,  and 
other  gadgets  grow  smarter, 
product  developers  will  need  to 
foster  a  true  dialogue  between 
people  and  machines.  We'll  have  to 
make  more  nuanced  requests,  and 
machines  will  probe  for  more 
contextual  guidance.  "The  proper 
way  to  provide  for  smooth 
interactions  between  people  and 
intelligent  devices  is  to  enhance 
the  coordination  and  cooperation 
of  both  parties,  people  and 
machines. ..."  Norman  writes.  "How 
is  a  machine  to  judge  what  is  or  is 
not  important,  especially  when 
what  is  important  in  one  situation 
may  not  be  in  another?" 


I 


DRAB  IS  OUT 


Computer  makers  hoping  to  escape  the  commodity-pricing  trap  are  adding  not  just  bells  and 
whistles  but  biing  and  leather  to  their  newest  designer  PCs 


^r^NOVO 


IdeaPad  U110 

1 1 "  screen, 
2.3  lbs 

$1,200-$2,000 

March  '08 


Fashion-conscious 
students,  adults 

Yao  Yingjia 
of  Lenovo 


HEWLETT-PACKARD 


TouchSmart 
IQ775 

1 9"  touch-screen 
desktop  PC 

$1,600 

January  '07 

Kitchen 

Randall  Martin 

of  Hewlett-Packard 


Ego-Galaxy 

Chrome,  leather, 
Swarovski  crystals 

$13,200 

December  '07 

Wealthy  women 
TOV  Jewels 


Vaio  LT 

22"  display 
PC/TV 

$2,050 

September  '07 

Family  room 
Sony 


ASUSTEK 


S6  Limited 
Edition  Pink 

Leather-covered 
case  and  mouse 

$1,900 

January  '07 

Young  women 
ASUSTeK 


Data:  Companies 
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YOU  ARE  MORE  THAN  A  DRIVER.  So,  we  went  beyond  the  road.  People,  rather 
than  drivers,  were  studied.  Life,  rather  than  cars,  was  considered.  Introducing  the 
new  Accord.  Its  anatomy  is  much  like  your  own.  Feature  after  feature,  it's  designed 
with  the  utmost  consideration  for  your  needs  today.  It's  more  spacious  and  more 
lumbar-supportive  than  ever  before.  And  it's  the  most  powerful  Accord  ever,  while 
delivering  a  conscientious  ultra  low-emission  rating.  Keeping  one  goal 
in  mind.  To  deliver  more  than  an  automobile.  For  more  than  the  road. 
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THE  ALL-NEW  ACCORD  FROM  HONDA      BEYOND  THE  ROAD 


honda.com    1-800-33-Honda   EX-L  V-6  6MT  model  shown.  ©2007  American  Honda  Motor  Co.,  Inc. 
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FEELING  A  CHILL 
IN  NEW  HAMPSHIRE 

Economic  anxiety  is  rising  despite  recent  prosperity— 
and  voters'  concerns  are  shifting  as  the  primary  nears 


By  Jane  Sasseen  and  Aaron  Pressman 

It  was  a  gray  day  in  late  December  as 
John  McCain  headed  into  the  ornate 
conference  room  of  a  Manches  - 
ter-based  ad  agency  to  talk  with  a 
gathering  of  young  New  Hampshire 
professionals.  The  Arizona  senator 
had  come  to  discuss  national  security, 
but  many  in  the  room  seemed  more 
worried  about  a  possible  recession  and 
the  cost  of  living.  "Domestic  issues 
are  of  equal  if  not  greater  importance 
to  me  than  international  issues,"  says 
Manchester's  Shelley  Mason,  who 
works  in  the  IT  department  at  Phillips 
Exeter  Academy. 

As  the  state's  Jan.  8  primary  neared- 
and  before  the  Iowa  caucuses— McCain 
was  making  a  race  of  it  against  ex -Mas- 


GOP  voters  say  immigration  is  their  top 
concern,  while  more  and  more  Dems 
worry  about  health  care  and  the  economy 
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sachusetts  Governor  Mitt  Romney.  On 
the  Democratic  side,  Hillary  Clinton 
headed  the  pack. 

But  the  real  story  may  be  the  shift  in 
New  Hampshire  voters'  priorities  just 
as  national  confidence  in  the  economy 
sags.  In  a  countr3nAride  December 
survey  by  the  Gallup  Poll,  31%  of  voters 
cited  the  economy  as  the  biggest  prob  - 
lem  facing  the  U.S.,  vs.  the  16%  who  did 
so  in  July.  Economic  anxiety  is  rising  in 
the  Granite  State,  too,  and  the  primary 
will  be  a  big  test  of  how  decisive  those 
job  and  income  jitters  are  at  the  polls. 
New  Hampshire  voters  are  fretting 
despite  years  of  prosperity.  Thanks  to 
tight  links  with  the  technology  and 
financial  -  service  industries  in  Mas  - 
sachusetts,  unemployment,  at  3.4%, 
is  below  the  national 
rate  of  4.7%. 

Most  of  that 
benefit,  however,  is 
concentrated  on  the 
Bay  State  border.  In 
upstate  towns  like 


NEV 


Groveton,  the  yearend  closing  of  a 
paper  mill,  with  its  loss  of  300  jobs, 
hit  hard.  "You  get  something  hke 
John  Edwards'  'two  Americas'  in  New 
Hampshire,"  says  Mark  M.  Zandi,  chii 
economist  of  Moody's  Economy.com 

MORE  HOMEOWNERS  IN  TROUBLE 

New  Hampshire  is  bracing  for  toughe 
times.  "When  I'm  talking  to  business 
owners,  a  lot  of  people  actually  seem 
to  be  hurting,"  says  Cailin  Lahey,  a 
real  estate  broker  from  Bedford.  Lahe 
points  out  that  the  mortgage  crisis 
hasn't  hit  as  hard  as  in  other  states. 
Yet  housing  prices  have  flattened.  Thi 
value  of  mortgages  on  which  home- 
owners are  a  month  or  more  behind  ir 
payments  has  doubled  in  two  years,  tc 
3.5%,  ahead  of  the  national  average  0) 
3.3%,  according  to  Economy.com.  An 
since  2004,  foreclosures  on  subprime 
loans  in  the  state  have  roughly  tripled 
New  Hampshire  voters  are  express- 
ing their  angst  in  various  ways.  For 
those  likely  to  vote  in  the  GOP  primar 
immigration,  in  part 
a  proxy  for  economi( 
fears,  is  now  the 
No.  1  concern,  say 
recent  polls.  The 
state  has  few  illegal 
immigrants.  But  as  pollster  John  Zogb ' 
notes,  "there's  often  one  issue  that 
comes  to  symbolize  'This  is  what  is 
making  my  world  go  to  hell.'  For  Repuh: 
Mean  voters,  immigration  has  become 
that  issue."  GOP  voters,  particularly  ir 
the  poorer  northern  part  of  the  state, 
also  cite  worries  about  globalization 
and  jobs  moving  offshore. 

Economic  topics  are  weighing  on 
New  Hampshire's  Democratic  vot- 
ers, too,  though  not  enough  to  unseat 
Iraq  as  the  key  issue.  In  a  December 
statewide  Gallup  Poll,  some  27%  of 
those  likely  to  vote  in  the  Democratic 
primary  cited  health  care  and  26%  cite- 
economic  conditions  as  top  concerns. 
How  will  these  forces  play  out  ?  Seal 
Sullivan,  an  announcer  for  the  Man- 
chester Monarchs  hockey  team,  blame 
high  gas  prices  and  tight  household 
budgets  for  a  40%  drop  in  attendance 
this  season.  "It's  important  to  hear 
how  we're  going  to  address  these  chal 
lenges,  but  nobody  is  saying  anything 
that  really  resonates,"  he  says.  1  ew  1 


GOP  candidate 
McCain  takes 
questions  at 
a  Dover  (N.H.) 
meeting 
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)re  destinations  than  you  expect. 

re  is  an  outstanding  airline  travelling  the  world!  Turkish  Airlines 
Ting  to  more  than  150  destinations  with  its  young  fleet  of  over 
aircraft.  Offering  you  a  higher  quality  of  service  and  more 
surable  flight  experience  than  you  expect.  Turkish  Airlines 
:omes  you  beyond  your  expectations. 
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A  HEDGE  FUND'S 
SAVVY  ASCENT 

Citadel  has  thrived  buying  the  wrecked  portfolios  of  its 
troubled  peers.  Now  it  may  go  public 


By  Matthew  Goldstein 
For  hedge  fund  magnate  Kenneth  C. 
Griffin,  2007  was  the  best  year  ever. 
His  Citadel  Investment  Group  emerged 
as  one  of  Wall  Street's  top  opportun- 
ists, picking  up  the  pieces  of  fallen 
peers  on  the  cheap.  With  such  deft 
moves.  Citadel  rang  in  30%-plus  gains 
last  year,  vs.  12%  for  the  average  fund. 

How  could  Griffin  top  that  in  2008  ? 
An  initial  public  offering  of  Chicago - 
based  Citadel  might  do  the  trick.  That 
would  not  only  cement  his  reputation 
as  a  power  player  on  the  Street  but  also 
pad  his  bank  account.  The  38-year-old 
Harvard  grad,  who  welcomed  his  first 
child  in  early  December,  is  already  esti- 
mated to  be  worth  more  than  $2  billion. 

The  media -shy  Griffin,  who  founded 
Citadel  with  $1  miUion  in  1990,  has 
developed  a  reputation  over  the  years 
as  a  tech -savvy,  rapid-fire  trader,  us- 
ing computer  models  to  buy  and  sell 
stocks,  bonds,  and  options.  Today  the 
$20  billion  Citadel  accounts  for  3% 
of  stock  trading  volume  in  the  world. 
And  with  a  broad  range  of  strategies 
and  businesses  in  its  portfoho,  it  looks 
increasingly  like  a  large -scale  financial 
company  rather  than  just  a  hedge  fund. 

It's  an  evolution  that  has  prompted 
IPO  rumors.  Speculation  started  in 
2006,  when  Citadel  sold  $500  million 
worth  of  bonds,  the  first  debt  offering 
by  a  major  hedge  fund.  CFO  Gerald 
Beeson  recently  told  BusinessWeek: 
"An  IPO  is  something  we'd  consider.  It 
would  be  a  bjrproduct  of  our  wanting  to 
expand  our  firm  to  create  an  even  more 
diverse  and  permanent  institution." 

The  timing  seems  odd,  though. 
Amid  the  credit  crunch,  shares  of 
private  equity  giant  Blackstone  Group 
and  hedge  fund  manager  Fortress 
Investment  Group  are  down  29%  and 


13%  respectively  since  their  IPOs  in 
2007.  Nonetheless,  people  familiar 
with  Citadel  say  Griffin  is  likely  to  take 
the  plunge  this  year  and  go  public. 

Griffin's  moves  often  look  contrar- 
ian. In  2006,  he  salvaged  the  assets 
of  Amaranth  Advisors  after  that  large 
fund  made  a  disastrous  bet  on  natural 
gas  prices.  Last  year  he  scooped  up 
parts  of  Sentinel  Management  Group, 
the  cash -management  firm  accused  of 
mismanaging  chents'  money. 


CITADEL'S 

BIG 

MOVES 


AUGUST  2007 

Picks  up  $400  mil- 
lion worth  of  debt 
investments  from 
scandal-plagued 
Sentinel  Manage- 
ment Group 


JULY  2007 

Buys  the  $4.7  billion 
bond  portfolio  of 
defunct  hedge  fund 
Sowood  Capital 
Management 
at  a  20%  discount 


NOVEMBER  2007 

Sinks  $2.5  billion 
into  E*Trade  for 
an  18%  stake  and 
$3  billion  worth  of 
mortgage  securities 

Data;  BusinessWeek 


He  was  also  fast  on  the  scene  wher 
hedge  fund  Sowood  Capital  Manage  - 
ment  blew  up  during  the  credit  crisis 
last  summer.  At  the  time,  most  obser 
ers  figured  Citadel  had  bought  rough 
$1  billion  worth  of  corporate  bonds  a: 
bank  debt.  But  a  copy  of  Sowood's  fir 
financial  statement,  reviewed  by  Bus 
nessWeek,  shows  that  Citadel  actuall 
picked  up  $4.7  billion  worth  of  securi 
ties  at  a  20%  discount  to  their  face 
value.  The  portfolio  mainly  includes 
solid  corporate  debt  issued  by  the  liki 
of  radio  operator  Clear  Channel  Com 
munications.  Continental  Airlines, 
General  Motors,  and  hospital  manage 
HCA— the  prices  of  which  are  down 
only  modestly  despite  the  trouble  in 
the  broader  credit  market. 

RESCUING  E'TRADE 

As  part  of  the  Sowood  transaction. 
Citadel  also  assumed  $200  million  of 
debt  from  E^Trade  Financial.  Three 
months  later.  Griffin  pumped  an  ad- 
ditional $2.5  billion  into  the 
online  broker,  which  disclosed  h 
November  that  it  had  $3  billion 
in  subprime- linked  securities. 
Citadel  now  owns  all  of  E*Trade 
troubled  mortgage -related  debt 
occupies  a  seat  on  its  board,  and' 
effectively  has  a  20%  equity 
stake— signs  Griffin  sees  value  irr 
the  business.  It's  too  soon  to  say. 
if  Griffin's  gambit  will  pay  off: 
E*Trade  shares  have  fallen  35% 
since  the  deal  was  announced  on 
Nov.  29.  But  Griffin  has  said  tha ! 
E'^'Trade  has  a  "strong  brand"  ar 
a  "solid  model." 

Meanwhile,  he's  plotting  his 
next  deal.  Griffin  is  emerging  as ; 
central  player  in  a  plan  to  launch 
a  futures  exchange  to  rival  the 
dominant  Chicago  Mercantile 
Exchange.  Citadel  is  one  of  a 
dozen  financial  firms,  including 
Barclays,  Citigroup,  Deutsche 
Bank,  and  Merrill  Lynch,  be- 
hind the  new  venture,  which 
was  revealed  in  late  December. 
Few  details  are  known,  but  the 
all -electronic  exchange  could 
offer  cut-rate  prices.  That 
would  not  only  put  a  dent  in  the 
Merc's  business  but  also  expand 
Citadel's  empire.  1 BW 1 
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WhenJ^s  The  Last  Ttmf 
■You  Slept  Ttkf  This? 


ssing.  Turning.  Haven't  you  had  enough?  LUNESTA  can  help  give  you  the  full  satisfying.7-8  hours  of  sleep 
u're  missing.  The  kind  of  sleep  that  leaves  you. refreshed,  rested,  and  ready  to  sta,rt  your  day.  And  I,uni:sia  has 

ilways  heen  non-narcotic.  Find  out  how  to  impfrove  yo,ur  sleep  habits  at  lunesta.com.     .__  ^ 

Or  call  1-800-Lun£sta.  Lunesta  is  by  prescription  only.     _LA_Xl1.^^S  L^l 

^'^^^' '''  ■   .  ^-- — I^'^szopiclonele. 

1,2AN0  3  MG  TABLETS  , 

'OK'fANT  SAHHTY  INFORMATION:  LuNiiSiA  helps  nou  tall  .i<ilccp  c|U(ckly,  sp  take  ir  right  before  hed.  Be  sure  you  have;  at  least  ei,ulii  hours  to 
)te  to  sleep  before  beconiins;  active.  Until  yoM  know  how  vo.u'll  react  to  I.univS'ia,  you  should  not  drive  or  operate  machinery.  Do  not  take  1  uni  s  i  \ 
1  alcohol.  (;all  \()ur  doctor  right  away  if  after  t'akijig  i  ijvi.si  \  you  walk,  dri:ve,reat  f)r  engage  in  other  activities  while  asleep.  In  rare  cases  si'veri- 
■gic  reactions  can  occur.  Most  sleep  mcdrcints  carry  soiu^^^^Ufpendency.  S^ide  effects  inay  include  iinplcasaM/JaSte,  headache,  cirowsiiuss  aiul 
iness.  See  important  patient  information  oirthe  nc)<t-o" 


Lunesta 


1.2  AND  3  MG  TABLETS 


Please  read  this  summary  of  information  about  LUNESTA 
before  you  tall<  to  your  doctor  or  start  using  LUNESTA.  It  is 
not  meant  to  tal<e  the  place  of  your  doctor's  instructions.  If 
you  have  any  questions  about  LUNESTA  tablets,  be  sure  to 
ask  your  doctor  or  pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems, 
such  as  difficulty  in  falling  asleep,  difficulty  in  maintaining 
sleep  during  the  night,  and  waking  up  too  early  in  the  morning. 
Most  people  with  insomnia  have  more  than  one  of  these 
problems.  You  should  take  LUNESTA  immediately  before 
going  to  bed  because  of  the  risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  1 0  days  up  to  2  weeks.  If  your 
insomnia  does  not  improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine. 
However,  you  should  not  use  these  medicines  for  long  periods 
without  talking  with  your  doctor  about  the  risks  and  benefits 
of  prolonged  use. 

Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 

To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA  or 
any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause 
drowsiness  and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by 
your  doctor  Never  change  your  dose  without  talking 
to  your  doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 

Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine. 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  taken  while  traveling,  such 
as  during  an  airplane  flight  and  the  person  wakes  up  before 
the  effect  of  the  medicine  is  gone.  This  has  been  called 
"traveler's  amnesia."  Memory  problems  have  been 
reported  rarely  by  patients  taking  LUNESTA  in  clinical 
studies.  In  most  cases,  memory  problems  can  be  avoided  if 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 

Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than  a 
few  weeks,  they  may  lose  their  effectiveness  in  helping  you 
sleep.  This  is  known  as  "tolerance."  Development  of  tolerance 
to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally 
not  necessary.  Some  people,  though,  have  chronic  sleep 
problems  that  may  require  more  prolonged  use  of  sleep 
medicine.  If  your  sleep  problems  continue,  consult  your  doctor, 
who  will  determine  whether  other  measures  are  needed  to 
overcome  your  sleep  problems. 

Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to 
avoid  withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have  a 
higher  chance  of  becoming  addicted  to  sleep  medicines.  This 
possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 

Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  dally  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the  medicine  has 
been  used  for  only  a  week  or  two.  In  mild  cases,  withdrawal 
symptoms  may  include  unpleasant  feelings.  In  more  severe 
cases,  abdominal  and  muscle  cramps,  vomiting,  sweating, 
shakiness,  and,  rarely,  seizures  may  occur  These  more 
severe  withdrawal  symptoms  are  very  uncommon.  Although 
withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA, 
there  is,  nevertheless,  the  risk  of  such  events  in  association 
with  the  use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the  medicine. 
If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  its  own 
after  1  or  2  nights. 

It  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your 
own.  Always  follow  your  doctor's  directions. 

Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior  These 
effects  are  not  common.  However,  they  have  included: 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 
such  as  a  person's  general  health,  the  use  of  other  medicines, 
and  which  sleep  medicine  is  being  used.  Clinical  experience 
with  LUNESTA  suggests  that  it  is  rarely  associated  with 
these  behavior  changes. 

It  is  also  important  to  realize  it  is  rarely  clear  whether  these 
behavior  changes  are  caused  by  the  medicine,  are  caused  by 
an  illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems 
that  do  not  improve  may  be  due  to  illnesses  that  were  present 
before  the  medicine  was  used.  If  you  or  your  family  notice 


any  changes  in  your  behavior,  or  if  you  have  any  unusL 
disturbing  thoughts,  call  your  doctor  immediately. 

Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  poti 
effects  in  the  unborn  baby  when  used  during  the  last  w  t 
of  pregnancy.  Be  sure  to  tell  your  doctor  if  you  are  preg 
if  you  are  planning  to  become  pregnant,  or  if  you  be( ' 
pregnant  while  taking  LUNESTA. 

In  addition,  a  very  small  amount  of  LUNESTA  may  be  prf 
in  breast  milk  after  use  of  the  medication.  The  effects  of  | 
small  amounts  of  LUNESTA  on  an  infant  are  not  kn 
therefore,  as  with  all  other  prescription  sleep  medicines 
recommended  that  you  not  take  LUNESTA  if  you  are  bn 
feeding  a  baby. 

Sate  Use  Of  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any  ( 
sleep  medicine,  you  should  observe  the  following  caut 

1.  LUNESTA  is  a  prescription  medicine  and  shoul 
used  ONLY  as  directed  by  your  doctor  Follow 
doctor's  instructions  about  how  to  take,  when  to 
and  how  long  to  take  LUNESTA. 

2.  Never  use  LUNESTA  or  any  other  sleep  medlclni 
longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing  thou 
or  behavior  during  treatment  with  LUNESTA  or 
other  sleep  medicine,  contact  your  doctor 

4.  Tell  your  doctor  about  any  medicines  you  ma' 
taking,  including  medicines  you  may  buy  withe 
prescription  and  herbal  preparations.  You  should 
tell  your  doctor  if  you  drink  alcohol.  DO  NOT  use  ale 
while  taking  LUNESTA  or  any  other  sleep  medicin 

5.  Do  not  take  LUNESTA  unless  you  are  able  to  get 
more  hours  of  sleep  before  you  must  be  active  a? 

6.  Do  not  increase  the  prescribed  dose  of  LUNEST 
any  other  sleep  medicine  unless  instructed  by 
doctor 

7.  When  you  first  start  taking  LUNESTA  or  any  c 
sleep  medicine,  until  you  know  whether  the  medi 
will  still  have  some  effect  on  you  the  next  day, 
extreme  care  while  doing  anything  that  reqi 
complete  alertness,  such  as  driving  a  car,  oper; 
machinery,  or  piloting  an  aircraft. 

8.  Be  aware  that  you  may  have  more  sleeping  probi 
the  first  night  or  two  after  stopping  any  sleep  medii 

9.  Be  sure  to  tell  your  doctor  if  you  are  pregnar 
you  are  planning  to  become  pregnant,  if  you  bee 
pregnant,  or  if  you  are  breastfeeding  a  baby  v 
taking  LUNESTA. 

10.  As  with  all  prescription  medicines,  never  s 
LUNESTA  or  any  other  sleep  medicine  with  an^ 
else.  Always  store  LUNESTA  or  any  other  sleep  med 
In  the  original  container  and  out  of  reach  of  child 

11.  Be  sure  to  tell  your  doctor  if  you  suffer  from  depress 

12.  LUNESTA  works  very  quickly.  You  should  only 
LUNESTA  immediately  before  going  to  bed. 

13.  For  LUNESTA  to  work  best,  you  should  not  take  it 
or  immediately  after  a  high-fat,  heavy  meal. 

14.  Some  people,  such  as  older  adults  (i.e.,  ages  65 
over)  and  people  with  liver  disease,  should  start 
the  lower  dose  (1  mg)  of  LUNESTA.  Your  doctor 
choose  to  start  therapy  at  2  mg.  In  general,  ac 
under  age  65  should  be  treated  with  2  or  3  mg. 

15.  Each  tablet  is  a  single  dose;  do  not  crush  or  b 
the  tablet. 

Note:  This  summary  provides  Important  information  alifp* 
LUNESTA.  If  you  would  like  more  information,  ask  ] 
doctor  or  pharmacist  to  let  you  read  the  Prescril 
Information  and  then  discuss  it  with  him  or  her. 
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MY  OTHER  CAR 
S  A  TATA 

he  soon-to-be-released  $2,500  "People's  Car"  Is  a 
latural  fit  for  India,  but  don't  expect  rivals  to  match  it 


/  David  Welch  and  Nandini  Lakshman 
)rget  about  sleek  styling,  a  power- 
.1  engine,  or  electronic  gadgets  in  the 
ishboard.  Gurdeep  Randhawa  is  lust  - 
ig  after  a  bare-bones  car  that'll  soon 
I;  available  in  India.  The  39 -year- old 
ill  manager  in  a  Mumbai  suburb 
izzes  to  work  on  a  $1,350  scooter 
id  piles  his  wife  and  two  kids  on  it 
ir  weekend  outings.  But  he  may  soon 
place  that  hazardous  family  hauler 
ith  a  $2,500  car  Tata  Motors  expects 
offer  this  fall.  "It's  affordable," 


To  succeed,  "it  has  to  be  more  attractive 
than  a  used  car  that  sells  for  the  same 
price,"  says  Nick  Reilly,  GM's  Asia  chief 


Randhawa  says,  patting  his  wallet. 

It's  not  just  Indian  scooter  drivers 
who  are  eager  to  see  what  Tata  comes 
up  with.  Virtually  every  automaker  on 
earth  will  keep  a  close  eye  on  the  Indian 
Auto  Show  in  New  Delhi,  where  Tata 
plans  to  introduce  what  it's  calling  the 
People's  Car  on  Jan.  10.  The  industry 
is  looking  to  emerging  markets  for 
growth,  and  many  companies  are  gear- 
ing up  to  build  cars  that  can  be  sold  at 
rock-  bottom  prices — in  both  develop  - 
ing  countries  and  more  established 
markets.  Toyota  and 
Volkswagen's  Skoda 
subsidiary  are  plan- 
ning small  cars  for 
India.  Suzuki  says 
it  will  soon  cut  the 
price  of  its  cheapest 
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model  in  India.  And  Renault -Nissan 
has  teamed  up  with  Indian  motorcycle 
maker  Bajaj  Auto  to  launch  a  $3,000 
car  next  year.  "If  Tata  can  do  it,  we  can 
do  it,"  says  Renault -Nissan  Chairman 
Carlos  Ghosn. 

Can  they  really?  Many  auto  execu- 
tives say  it's  almost  impossible  to  build 
a  car  at  the  price  Tata  is  talking  about. 
EstabUshed  players'  engineering  and 
labor  costs  are  far  higher,  and  few 
are  interested  in  a  car  that  generates 
the  slim  margins  Tata  is 
Ukely  to  earn.  Furthermore, 
regulators  in  developed 
markets  wouldn't  let  such 
a  stripped -down  car  on  the 
road,  and  consumers  prob- 
ably wouldn't  want  to  buy 
it.  To  succeed,  "it  has  to  be 
more  attractive  than  a  used 
car  that  sells  for  the  same 
price,"  says  Nick  Reilly, 
General  Motors'  chief 
for  Asia. 

Tata  won't  release  the 
details  of  the  People's  Car 
until  the  New  Delhi  show. 
But  the  company  and  in- 
dustry sources  say  Tata  has 
kept  costs  dov^m  with  such 
spartan  appointments  as 
a  dashboard  that  features 
little  more  than  a  speed- 
ometer, fuel  gauge,  and 
oil  light.  The  car  will  lack 
basics  such  as  reclining 
seats,  a  radio,  and  power 
steering,  and  will  have  a  65OCC  engine 
that  puts  out  at  most  70  horsepower— 
about  what  the  Yugo  had  when  it  was 
introduced  in  1986— but  gets  50  to  60 
miles  per  gallon.  The  ride,  meanwhile, 
could  be  a  tad  rough.  Tata  will  use  basic 
shock  absorbers  up  front ,  but  the  rear 
suspension  design  dates  back  decades. 

Tata's  real  advantage  may  be  in 
development  costs.  India  has  top-notch 
engineers,  but  they're  paid  about  a  third 
what  their  coimterparts  in  Detroit  earn, 
according  to  GM,  which  has  a  technical 
center  m  Bangalore.  Engineering  a  top- 
selling  model  costs  about  $350  million 
in  the  West,  but  could  be  about  20%  of 
that  in  India,  estimates  Detroit  consult- 
ing firm  AlixPartners.  That  could  mean 
savings  of  $300  to  $1,000  per  car.  And 
factory  hands  in  Mumbai  earn  just  $1.20 
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of  six  could  be 
ready  for  an 
upgrade 
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an  horn,  less  even  than  auto  workers  in 
China.  Tata  "will  set  a  benchmark"  for 
the  industry,  says  Stefano  Aversa,  co- 
president  of  Alix. 

Tata  will  also  save  with  an  innova- 
tive distribution  strategy.  The  company 
plans  to  supply  kits  to  dealers  who 
will  do  the  final  assembly.  While  other 
carmakers  use  kits  in  emerging  markets, 
assembly  is  done  at  big  centralized  fac- 
tories that  churn  out  thousands  of  cars 
a  month.  Tata,  by  contrast,  expects  the 
cars  to  be  built  in  small  workshops.  That 
will  save  Tata  money,  since  distribution 
and  retail  account  for  roughly  20%  of  a 
car 's  sticker  price  in  the  U.  S .  While  it 's 
a  strategy  that  bigger  carmakers  with 
less  extensive  operations  in  India  would 
have  trouble  matching,  it  could  also  lead 
to  serious  quality  issues  since  there  wiU 
be  far  less  oversight  of  manufacturing. 

CUTTING  CORNERS 

The  biggest  hurdles  to  selling  such  a 
car  in  the  West  would  be  its  technol- 
ogy. Tata  will  save  about  $900  per  car 
by  skipping  equipment  that  the  U.S., 
Europe,  and  Japan  require  for  emis- 
sions control,  says  James  N.  Hall,  prin- 
cipal of  2953  Analytics,  a  consulting 
firm  near  Detroit.  And  Tata  will  forgo 
features  such  as  antilock  brakes,  air 
bags,  and  support  beams  that  protect 
passengers  in  a  crash.  "It's  safer  than 
putting  four  people  on  a  scooter,  but 
that's  it,"  says  Sandy  Munro,  president 
of  Troy  (Mich.)  consulting  firm  Munro 
&  Associates,  which  has  advised  Tata 
on  manufacturing  the  car. 

Even  if  Tata's  offering  wouldn't  cut  it 
in  the  U.  S. ,  the  company  will  put  pres  - 
sure  on  the  world's  biggest  carmakers. 
Tata  intends  to  focus  initially  on  India 
and  then  other  developing  markets, 
where  it  could  cut  into  the  expansion 
plans  of  the  industry's  leaders.  Later, 
Alix  Partners  estimates,  Tata  could 
build  a  car  that  would  meet  U.S.  or 
European  speciiications  and  sell  for 
about  $6,000  — still  a  bargain  in  either 
market.  Tata  has  no  immediate  plans  to 
do  so,  but  with  its  ambitious  chairman, 
Ratan  Tata,  close  to  buying  Jaguar  and 
Land  Rover  and  pushing  his  own  brand 
elsewhere,  don't  be  surprised  to  see 
something  inspired  by  the  People's  Car 
on  a  highway  near  you  soon.   BWi 
-  With  Ian  Rowley  in  Tokyo 
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Dealmakers  and  former 
pals  Ovitz  and  Burkle  are 
suing  for  a  piece  of  each 
other's  action 

By  Ronald  Grover 

In  the  latest  twisted  tale  of  Los  Angeles 
dealmaking,  lawyers  for  billionaire  and 
former  grocery  store  magnate  Ronald 
W.  Burkle  and  onetime  Hollywood 
superstar  agent  Michael  S.  Ovitz  are 
set  to  square  off  in  court  in  Febru- 
ary. They  will  be  batthng  to  dismiss 
dueling  lawsuits  in  which  the  former 
friends  accuse  one  another  of  reneg- 
ing on  agreements  to  invest  together. 
It's  Exhibit  A  for  how  business  is 
sometimes  done  in  Los  Angeles,  where 
handshakes  often  qualify  as  binding 
and  egos  crowd  the  details. 

If  the  judge  lets  the  lawsuits  stand,  a 
trial  would  most  likely  take  place  this 
summer  and  center  on  Burkle 's  charges 
that  Ovitz  failed  to  make  good  on  a  ver- 
bal promise  to  jointly  invest  in  Internet 
ventures  in  the  late  1990s  and  share  in 
other  investments.  Ovitz  denies  there 
was  ever  a  verbal  agreement.  But  in  a 
counter -suit,  he  says  that  if  one  did 
exist,  then  Burkle  owes  him,  including 
money  from  Burkle 's  deals  to  get  a  beer 


Burkle,  right, 
claims  Ovitz, 
left,  hired  a 
private  eye  to 
spy  on  him 


distributorship  for  the  Reverend  Jess< 
Jackson's  son  and  to  help  square  awaj 
singer  Michael  Jackson's  finances. 
A  trial  could  set  Hollywood  tongues 
wagging  much  hke  Ovitz's  other  cour- 
room  star  turn  in  2004,  when  share- 
holders sued  over  his  severance  after 
his  departure  as  Walt  Disney  presider 
(Disney  won;.  Already,  Burkle's  lawyc; 
Patricia  L.  Glaser,  says  she  may  call 
folks  from  Ovitz's  past  "who  have  thee 
own  stories  of  betrayal." 

Burkle,  who  filed  his  lawsuit  in  200 
says  Ovitz  owes  him  $16.5  million  fror 
investments  he  promised  to  make  in 
Internet  startups  such  as  Checkout, 
com  and  portal  Talk  City.  So  far,  the 
fireworks  have  had  a  nasty  Hollywood 
flair.  Ovitz's  lawyers  tried  to  subpoen. 
the  divorce  agreement  from  Burkle's 
former  wife.  Ovitz  later  withdrew  the 
request  and  offered  an  apology.  Burkli 
has  claimed  Ovitz  hired  notorious  Ho! 
lywood  private  eye  Anthony  Pellicanoc 
to  spy  on  him.  Burkle  says  Pellicano 
later  discussed  the  case  with  him  at  a 
poolside  cabana.  In  court  papers,  Ovilii 
says  Pellicano  was  an  intermediary  buu 
wasn't  hired  to  snoop.  The  P.I.  is  cur 
rently  in  prison  awaiting  the  outcomee. , 
of  a  federal  wiretapping  investigation.! 

The  legal  fisticuffs  are  a  long  slide 
for  a  friendship  that  began  in  the  early  v . 
1990s  when  Ovitz  helped  new  L.  A 
resident  Burkle  find  a  private  school  fc  |. 
his  kids.  Ovitz  even  asked  him  to  speal 
at  his  son's  bar  mitzvah.  Now,  Ovitz's    ' 
attorney  Eric  M.  George  says  Burkle  is 
"prosecuting  claims  that  are  as  spiteful 
as  they  are  bereft  of  merit ."  1  a  w  1 
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''2,500,000  prints  with  no  breakdowns. 
We've  never  seen  reliability  like  this." 


—  Buyers  Laboratory  Inc. 


YOURMFP 


KYOCERA  KM-8030 


fhen  are  you  going  to  make  your  move? 


We  Don't  Just  Claim  Reliability,  We  Prove  It! 

Everyone  claims  to  be  reliable.  But  only  a  real-world  test  proves 
it.  That's  why  Kyocera  asked  the  independent  authority  of 
Buyers  Laboratory  Inc.®  to  put  the  Kyocera  KIVl-8030  through  a 
demanding  test:  20,000  pages  per  day,  printing  and  copying, 
over  a  wide  range  of  sizes,  settings,  and  modes,  with  only 
scheduled  preventive  maintenance. 

t  results?  2,500,000  prints  -  0  breakdowns.  BLI  has  never  seen  anything  like  it,  confirming 
fjt  the  KM-8030  "gave  a  reliability  performance  that  was  virtually  flawless  -  a  truly  impressive 
i."  The  award-winning  reliability  of  Kyocera  printers,  copiers,  and  MFPs. 
Ejit  our  website  to  find  a  dealer  near  you:  www.kyoceramita.com 


lORTmCATE  OF  RELIABILITY 

2,500,000  PRINTS 

Buyers  Laboratory  Inc 


The  New  Value  Frontier 

^KyDCERa 


based  on  an  independent,  commissioned  study  of  extended-term  reliability  administered  by  Btl.  The  test  simulated  actual  office  conditions  and  work  documents. 
KYOCERA  MITA  CORPORATION  KYOCERA  MITA  AMERICA,  INC,  "People  Eriendly,""rhe  New  Value  Frontier,"ttie  Kyocera  'smile' and  the  Kyocera  logo  are  trademarks  of  Kyocera. 
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A  PRICE  WAR  IN 
HEALTH  INSURANCE 

After  enduring  years  of  premium  hikes,  small  business 
is  being  courted  by  carriers  eager  to  make  deals 


By  Joseph  Weber 

When  UnitedHealthcare  told  Ameri- 
can Printing  House  for  the  Bhnd  that 
its  health  insurance  bill  would  jump 
49.9%  in  2008,  Chief  Financial  Officer 
William  G.  Beavin  decided  to  shop 
around.  He  settled  on  Humana,  which 
offered  a  less  generous  plan  that  deliv- 
ered a  17%  rise.  That's  steep,  and  will 
cost  the  Louisville -based  publisher, 
which  has  310  employees,  about  $1 
million  a  year,  but  it's  manageable.  "It's 
nice  to  know  you've  got  health-care 
organizations  that  are  willing  to  work 
with  you,"  says  Beavin.  "It's  not 


!  AN  IMPROVING 
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a  take-it -or-leave-it  situation." 

Health  insurance  has  always  been 
pricey  for  small  and  midsize  busi- 
nesses. But  after  years  of  extracting 
hefty  increases  from  smaller  corporat( 
customers,  some  insurers  are  showing 
more  flexibility.  Why?  With  the  overal  | 
market  for  health  insurance  flat,  car- 
riers are  battling  to  steal  market  share  i 
from  one  another.  "There's  a  price  wai 
going  on  now,"  says  Blaine  Bos,  a  part- 
ner at  consulting  firm  Mercer. 

Some  players  have  targeted  United- 
Health Group,  the  second -largest  U.S 
insurer,  which  has  been  hit  by  negativ 
publicity  from  a  stock  options  back- 
dating scandal  involving  former  Chielj 
Executive  William  W  McGuire.  Unit- 
edHealth expects  to  lose  more  than 
500,000  customers  out  of  26  million 
in  the  first  quarter  of  2008,  partly 
due  to  a  merger  with  PacifiCare.  The 
California-based  small-biz  insurer 
has  been  dogged  by  customer  service 
problems.  UnitedHealth  is  willing  to 
negotiate— it  ultimately  came  close  toi 
matching  Humana's  offer  to  Bea- 
vin—but  it  is  reluctant  to  lower  rates    i 
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)  defend  market  share.  Says  Ken- 
eth  A.  Burdick,  chief  executive  of  the 
ampany's  UnitedHealthcare  unit: 
We're  in  this  for  the  long  haul  and 
ot  to  get  ourselves  into  some  kind  of 
lort-term  pricing  approach." 


Humana,  Aetna,  and  Cigna  are  in 
it  for  the  long  haul,  too.  They  want 
to  snare  more  of  the  so-called  fully 
insured  market,  in  which  small  and 
midsize  companies  buy  group  poli- 
cies to  cover  employees.  In  contrast, 
big  corporations  typically  insure 
themselves — paying  medical  bills  and 
assuming  financial  risk  for  cover- 
age—and hire  insurance  carriers  to  run 
their  plans. 

The  fully  insured  market  is  far  bigger 
and  more  lucrative,  but  going  after  it 
was  less  of  a  priority  when  the  average 
annual  growth  in  health -care  premi- 
ums industrywide  clocked  in  at  13.9% 
in  2003.  Last  year  it  was  6.1%— the 
lowest  since  1999. 

OPPORTUNITY  KNOCKING 

Insurers  also  aim  to  lure  business  away 
from  local  Blue  Cross  &  Blue  Shield 
plans.  Right  now,  such  plans  dominate 
the  fully  insured  market  and  some  are 
demanding  steep  increases  for  cover- 
age. Executives  at  Cigna  and  Humana 
say  the  "very  competitive"  conditions 
create  opportunity.  After  years  of  serv- 


ing primarily  the  big- company  market, 
Cigna  plans  in  2008  to  expand  more 
into  the  individual  and  fully  insured 
market .  "We  need  to  be  price  -  compel  - 
itive,"  says  Jon  Rubin,  chief  financial 
officer  of  Cigna  Healthcare.  "We're 
not  the  lowest  in  the  market,  but  we're 
within  the  range  of  price  competition." 

Insurers  could  sure  use  the  boost  the 
new  business  would  provide.  Even  the 
best  -run  carriers,  such  as  the  nation's 
biggest  health  insurer,  WellPoint,  have 
seen  their  stocks  pretty  much  flat  since 
late  2005.  The  shares  of  UnitedHealth, 
where  ousted  CEO  McGuire  in  Decem- 
ber agreed  to  return  some  $600  million 
in  compensation  to  settle  civil  and 
federal  claims,  trade  at  about  57.  That's 
nearly  12%  below  late-2005  levels. 

Weep  not  for  the  insurers,  though. 
Premium  growth  still  outpaces  growth 
in  workers'  income  and  inflation.  But 
at  least  small  and  midsize  companies 
can  now  find  carriers  willing  to  fight 
for  their  business.  "The  competition  is 
greater  this  year  than  last,"  says  Well- 
Point commercial  business  unit  chief 
Kenneth  R.  Goulet.  1 BW 1 
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Why  Schlumberger,  long  a  a  hired  gun  in  oil-field 
services,  is  becoming  a  major  force  and  scaring  Big  Oil 


IN  DEPTH 


Unloading  new 
pipes  for  drilling 
at  the  vast 
Nefteyugansk 
oilfield  in  Siberia 
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Pad  lb  Lempyskoye  is  a  pretty  desolate  spot.  The  drilling  site 

for  Russian  oil  giant  Rosneft  isn't  much  more  than  a  snow- covered 

clearing  in  the  endless  evergreen -and -birch  forest  1,200  miles 

northeast  of  Moscow.  Its  37  staffers  live  in  spartan  trailers,  and  the 

lavatory  is  a  rank  hole  in  the  ground  beneath  a  metal  shack.  In  the 

winter,  temperatures  drop  to  -40F  or  lower,  and  in  the  spring  the 

whole  area  thaws  into  a  mosquito -infested  swamp.  As  a  drilling 

rig  bores  well  after  well  deep  into  the  frozen  Siberian  earth,  it  is 

wrapped  in  green  tarpaulin  to  protect 
workers  from  the  wind  and  cold. 

Little  indicates  that  oil  services  pro- 
vider Schlumberger,  a  multinational 
giant  with  headquarters  in  Paris  and 
Houston,  is  in  charge  of  drilling  at  Pad  lb. 
Nearly  everyone  wears  the  green  jacket 
and  overalls  of  the  Schlumberger  sub- 
sidiary in  Russia  that  runs  the  rig,  and 
there  are  no  signs  to  indicate  the  foreign 
company's  role  in  the  project.  When  a 
board  member  recently  floated  the  idea 
of  rebranding  the  Russian  operations  as 
Schlumberger,  the  local  team  rejected 
the  proposal.  "I  don't  see  what  we  would 
gain,"  says  Maurice  Dijols,  president  of 
Schlumberger  Russia.  "We  need  to  keep 
the  Russian  identity." 

Schlumberger  has  gone  native  in  Rus- 
sia. It  has  a  global  reputation  as  a  leader 
in  oil-field  services,  but  its  thriving  Rus- 
sian business  has  been  built  on  three  local 
outfits  it  has  bought  since  2004.  In  each 
case,  Schlumberger  revamped  operations 
but  kept  enough  of  the  old  company  in- 
tact to  preserve  its  earthy  Russian  char- 
acter. Schlumberger  "doesn't  make  the  assumption  that  the 
West  is  best,"  says  Rob  Whalley,  a  sturdy  Briton  who  serves 
as  the  company's  drilling  czar  in  the  country. 

It  helps  to  keep  a  low  profile.  Schlumberger  has  prospered 
by  offering  its  services  through  local  subsidiaries,  even  as 
Moscow  has  strong-armed  Royal  Dutch  Shell  and  BP  out  of 
premier  assets ,  forcing  them  to  hand  over  control  of  big  fields 
in  Siberia  and  on  Sakhahn  Island  to  state-owned  Gazprom, 
now  a  Schlumberger  client.  Schlumberger  has  14,000  em- 
ployees in  Russia,  and  its  revenues  there  topped  $1.5  billion 
last  year,  triple  the  level  in  2004.  "Russia  could  one  day  be  as 
big  for  us  as  the  U.S.,"  where  Schlumberger  gets  nearly  30% 
of  its  revenues,  says  Chief  Executive  Andrew  F.  Gould,  a  Brit  - 
ish  native  who  has  lived  in  Paris  for  decades. 

You  could  call  Schlumberger  the  stealth  oil  major.  Sure,  gi- 
ants such  as  ExxonMobil,  Chevron,  and  BP  dominate  head- 
lines in  the  global  quest  for  crude.  But  they  couldn't  do  it 
without  Schlumberger.  The  company  helps  them  scope  out 
pockets  of  oil  thousands  of  feet  below  the  earth's  surface, 
conjuring  up  their  layer-cake  images  on  a  computer  screen, 
and  then  threading  drill  bits  through  the  richest  bands. 


Schlumberger  has  figured  out  better  than  anyone  else  ho  < 
the  global  oil  game  has  changed,  and  it's  helping  to  drive  tha  i 
change.  The  company  is  increasing  its  cooperation  with  BUff 
Oil's  most  prominent  rivals,  state-owned  oil  companies,  an  t 
it's  helping  a  group  of  smaller  upstarts  that  are  seeking  to  g(  1= 
into  the  business,  such  as  hedge  funds  and  private  equit  |i 
outfits.  Just  outside  a  suburban  neighborhood  near  Dallati' 
for  instance,  it  has  drilled  a  half-dozen  gas  wells  financed bl 
New  York  hedge  fund  Och-Ziff.  While  the  majors  typicalllm 
want  to  own  rights  to  oil  reserves  in  the  fields  they  operate-  '* 
and  take  a  share  of  the  profits  — Schlumberger  has  long  bee 
happy  to  work  on  a  contract  basis,  getting  paid  a  fixed  fee  fc 
its  services.  "Schlumberger  is  the  indispensable  company 
says  J.  Robinson  West,  chairman  of  PFC  Energy,  a  Washing!  t 
ton  consulting  firm.  "They  are  involved  in  every  major  pro] '  i 
ect  in  every  important  producing  country."  i 

Since  taking  the  top  job  in  2003,  Gould  has  refocused  th  f 
company  on  its  core  oil-services  business.  The  61-year-ol  1 
CEO's  biggest  efforts  have  been  in  Russia,  the  Middle  Eas1«! 
and  other  key  oil  -  producing  regions ,  where  he  has  won  high ' 
powered  friends  by  building  training  facilities  and  research. 
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IN  DEPTH 


A  company 
seemingly 
without  a  country, 
Schlumberger  Is 
ai  home  anywhere 


SCHLUMBERGER: 
OUTPERFORMING 


bs.  Schlumberger 's  tentacles  today  stretch  from  drilling 
igs  in  the  scrublands  of  central  Mexico  to  a  65,000  sq.-ft. 
esearch  center  in  Dhahran,  Saudi  Arabia,  to  a  dreary  Soviet  - 
ra  office  complex  in  Siberia.  In  each  case,  Schlumberger 's 
ir- flung  operations  help  solidify  rela- 
ionships  that  threaten  Big  Oil's  domi- 
ance  of  the  business. 

As  fields  such  as  Alaska's  North  Slope 
nd  the  North  Sea  have  been  depleted, 
le  international  giants  have  turned  to 
le  developing  world  for  new  supplies. 
ut  governments  of  the  biggest  produc  - 
ig  countries  haven't  exactly  embraced 
18  majors  .Instead ,  they  want  the  choic  - 
5t  reserves  to  be  controlled  by  their  na  - 
onal  companies,  which  have  turned  to 
jrvice  providers  such  as  Schlumberger, 
:alIiburton,  and  Baker  Hughes  for  the 
itest  Western  oil-field  technologies. 

Flush  with  profits  from  record  prices 
>r  crude,  the  state -owned  outfits  no 
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Schlumberger's 
technical 
knowhow  lets  it 
compete  with 
the  majors 
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longer  need  the  capital  of  the  majors.  These  national  compa- 
nies—Saudi Aramco,  Mexico's  Petroleos  Mexicanos  (Pemex), 
Gazprom  and  Rosneft  from  Russia,  and  a  dozen  or  so  others 
across  the  globe — control  more  than  four  -  fifths  of  known  re  - 
serves.  They  don't  want  a  Western  oil  company  telling  them 
how  to  do  things  or  taking  a  fat  chunk  of  the  profits. 

Schlumberger  appeals  to  the  state  -  owned  players  because 
it's  a  company  without  a  country:  It's  registered  in  the  Neth- 
erlands Antilles,  but  Gould  is  based  in  Paris,  and  the  com- 
pany maintains  large  offices  in  Houston  and  London.  Since 
2000,  Schlumberger's  sales  to  national  , 
oil  companies  have  grown  twice  as  fast 
as  those  to  the  majors.  By  2006,  sales  to 
the  nationals  hit  $5  billion,  just  ahead  of 
revenues  from  the  big  international  play  - 
ers,  the  company  says. 

At  the  same  time.  Big  Oil  has  lost  its 
lock  on  the  knowhow  needed  to  manage 
complex  projects.  While  the  majors  still 
lead  in  this  area,  Schlumberger  is  clos- 
ing the  gap.  And  the  company  has  pulled 
ahead  in  technology.  As  oil  prices  tum- 
bled to  just  over  $10  per  barrel  in  the  late 
1990s,  the  multinationals  cut  back  on  re- 
search and  development.  Schlumberger, 
by  contrast,  has  always  considered  itself 
a  technology  company,  so  it  kept  up  its  spending,  devising 
new  and  more  efficient  ways  of  detecting  and  extracting  oil 
and  gas.  Today  the  majors  invest  less  than  1%  of  revenues 
in  research,  while  Schlumberger  spends  about  3%,  or  some 
$700  million  this  year. 

INDISPENSABLE  PLAYER 

Schlumberger  was  founded  in  1926  by  two  science -minded 
French  brothers,  Conrad  and  Marcel  Schlumberger.  They 
figured  out  how  to  use  electric  currents  to  locate  oil  hidden 
in  the  rocks  deep  underground.  Now,  Schlumberger  helps 
oil  companies  guide  drill  bits  through  twisted  paths  miles 
beneath  the  earth's  surface.  It's  a  top  player  in  seismic  im- 
aging—mapping the  subsurface  using  sound  waves— and  is 
the  world  leader  in  well  logging,  or  lowering  an  instrument 
packed  with  sensors  down  a  well  to 
determine  the  rock  structure  along 
the  drill  hole.  "It  would  be  very  hard 
to  do  without  Schlumberger,"  says 
Sadad  Husseini,  a  former  executive 
vice-president  at  Saudi  Aramco,  the 
kingdom's  national  company.  "Schlum- 
berger has  been  critical  for  Saudi  oil- 
field development." 

Schlumberger's  strategy  seems  to 
work.  Its  operating  earnings  are  likely 
to  approach  $7  billion  for  2007,  up  38%, 
on  sales  of  $23  billion,  a  21%  increase, 
according  to  research  house  Sanford  C . 
Bernstein  &  Co.  By  contrast,  Schlum- 
berger's nearest  rival,  Halliburton,  is 
growing  more  slowly  and  is  likely  to  see 
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operating  profits  of  $3.5  billion  on  sales  of  $15  billion,  Ber- 
nstein reports.  Despite  a  10%  drop  in  its  share  price  since 
October,  Schlumberger's  market  capitalization  on  the 
New  York  Stock  Exchange  is  a  hefty  $120  billion,  making 
it  No.  25  in  the  Standard  &  Poor's  500-stock  index,  just 
behind  Coca-Cola  and  PepsiCo,  and  ahead  of  Wal-Mart 
and  McDonald's. 

Now,  Schlumberger  is  fast  building  up  a  new  business 
that  strays  from  its  traditional  role  as  a  service  provider 
and  moves  deeper  into  areas  once  dominated  by  the  ma- 
jors. The  company's  Integrated  Project  Management 
(IPM)  unit  is  based  in  a  low- rise  building  surrounded  by 
lush  gardens  a  short  walk  from  London 's  Gatwick  Airport . 
IPM  aims  to  do  just  about  anything  an  oil -field  owner 
would  want,  including  management  of  drilling  programs 
and  production.  "What  you  see  is  more  and  more  peo- 
ple who  don't  have  technical  knowledge  buying  into  oil 
fields,"  says  Gould.  IPM's  revenues  almost  quintupled,  to 
some  $1.6  billion,  between  1999  and  2007,  and  the  unit 
now  has  an  order  backlog  of  $4.8  billion. 

The  group  is  also  challenging  Big  Oil  by  helping  nation  - 
al  companies  gain  a  foothold  away  from  their  home  turf. 
Russia's  Rosneft ,  for  instance ,  won  exploration  acreage  in 
Algeria  but  had  little  experience  in  the  country.  Thanks  to 
decades  ofworking  there,  Schlumberger  was  able  to  round 
ap  a  drilling  rig  — a  scarce  commodity  in  Algeria— from  a 
subsidiary  of  Sonatrach,  the  national  company.  Schlum- 
laerger  built  an  airstrip  in  a  remote  region,  drilled  two  ex- 
ploratory wells,  and  found  gas  for  Rosneft. 


HIRED  GUN 

ike  the  majors,  IPM  is  willing  to  assume  more  risk  to  reap 
greater  rewards,  but  without  taking  an  actual  stake  in  oil 
reserves.  While  the  bulk  of  Schlumberger's  work  is  done 
m  fixed  fees,  in  2003  IPM  worked  out  a  profit  -  sharing  ar- 
■angement  with  Shell  and  Petronas,  Malaysia's  national 
)il  company.  Schlumberger  agreed  to  redevelop  and  man- 
ige  Bokor,  a  Malaysian  field  where  output  was  falling.  It 
boosted  production  by  40%  and  got  a  share  of  the  increase 
or  its  trouble.  Schlumberger  has  a  similar  partnership 
vith  Romania's  Romgaz  at  the  Laslau  Mare  field  in  Tran- 
ylvania.  Such  deals  now  account  for  about  a  quarter  of 
PM's  revenues,  and  that  figure  is  likely  to  rise,  says  IPM 
hief  Miguel  Gallucio. 

Some  of  IPM's  biggest  contracts  are  in  Mexico.  Schlum- 
)erger's  relationship  with  domestic  monopoly  Pemex 
;oes  back  to  1938,  when  Mexico  nationalized  foreign  oil 
nterests  and  Schlumberger  helped  the  Mexicans  weather 

subsequent  embargo.  Mexico's  constitution  bars  out- 
iders  from  owning  oil  reserves,  which  has  benefited 
chlumberger  since  it's  willing  to  work  as  a  hired  gun. 
)ver  the  past  five  years,  IPM  crews  i^^mmaimmammmm'^ 
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in  the  Chicontepec  field  in  Veracruz  and  Puebla  states. 
Schlumberger  assumes  wide  responsibility  on  such 
projects,  including  tedious  steps  such  as  obtaining  per- 
mits from  local  authorities  and  environmental  agencies. 
Schlumberger  "has  been  utterly  successful  at  penetrat- 
ing Pemex,"  says  George  Baker,  a  Houston  consultant  who 
follows  Mexico's  oil  business. 

As  Schlumberger  reshapes  the  industry  through  its 
work  with  the  nationals,  it's  setting  up  a  potential  con- 
frontation with  Big  Oil.  "At  some  point  we  are  going  to 
have  to  have  a  conversation,"  says  an  executive  at  a  major 
European  oil  company.  "Are  they  taking  business  away 
from  us  by  making  the  national  oil  companies  not  need 
us?"  The  majors  still  give  Schlumberger  biUions  of  dol- 
lars of  business  annually,  and  engineers  around  the  world 
train  with  course  materials  developed  by  Schlumberger 
and  use  the  company's  software.  But  they're  not  going  to 
be  happy  if  Schlumberger  helps  the  nationals  cut  out  the 
likes  of  ExxonMobil  or  BP.  Christophe  de  Margerie,  CEO 
of  French  giant  Total,  says  he  meets  Gould  a  few  times  a 
year  and  regularly  warns  the  Schlumberger  boss  not  to 
stray  too  far  onto  his  clients'  turf.  Gould  counters  that 
Schlumberger  doesn't  compete  with  the  majors,  since  it's 
not  interested  in  owning  reserves.  "We  offer  all  of  our  cus  - 
tomers  the  same  service,"  he  says.  "There  is  no  distinc- 
tion in  our  minds  between"  the  Western  majors  and  the 
national  oil  companies. 

Gould,  a  32-year  Schlumberger  veteran,  took  an  unusu- 
al course  to  the  top  of  the  engineering-driven  company. 
He  started  in  the  Paris  office  as  an  accountant  rather  than 
in  the  engineering  programs  most  Schlumberger  recruits 
are  put  through.  After  15  years  in  finance,  he  switched  to 
management  (on  an  offshore  drilling  unit  at  first)  and  then 
moved  up  the  ranks,  eventually  sitting  through  much  of 
the  basic  training  in  well  logging.  "I  had  to  do  a  lot  of  late  - 
life  learning  about  technology,"  he  says. 

Gould  largely  eschews  the  perks  typically  granted  to  top 
executives  of  big  multinationals.  He  usually  flies  com- 
mercial. And  Nader  Sultan,  a  former  CEO  of  Kuwait  Pe- 
troleum, tells  of  finding  Gould  staying  in  an  $8o-a-night 
hotel  in  Cambridge,  Mass.  The  Schlumberger  chief  ex- 
plained that  he  liked  the  location  next  door  to  the  compa- 
ny's research  center.  "You  can  have  a  good  dialogue  with 
Andrew,"  says  Sultan.  "He  is  very  open." 

Gould  has  clearly  been  open  to  shedding  businesses 
that  don't  fit  his  vision  of  the  company.  Early  in  his  tenure 
as  CEO,  he  sold  off  several  computer  technology  busi- 
nesses that  Schlumberger  bought  in  an  effort  to  diversify. 
Investors  wanted  Schlumberger  to  stick  to  what  it  knew 
best:  oil-field  services.  And  Gould  says  Schlumberger's 
engineering  corps  saw  the  diversification  as  a  sign  that 
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lave  drilled  at  least  1,000  wells  in  the 
lurgos  Basin  south  of  Brownsville, 
'ex.  This  vast  field  has  helped  reduce 
/lexico's  dependency  on  imported 
atural  gas  — and  led  to  another,  $1.4 
illion,  contract  for  Schlumberger 


AS  SCHLUMBERGER  BUILDS  ITS  BUSINESS  WITH 


NATIONAL  GIL  COMPANIES,  IT  MAY  BE  SETTING 
UpTcONFRONTATION  with  the  MAJORS 
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management  believed  the  oil  industry's  days  were  num- 
bered—which he  felt  would  ultimately  hurt  the  company's 
service.  "There  was  so  much  bad  publicity  [about  diversifi- 
cation] that  it  was  undermining  the  morale  of  the  oil-iield 
employees,"  he  says. 

After  selhng  the  IT  investments,  Gould  put  more  chips  on 
places  he  thought  were  crucial  to  the  future.  The  company 
has  added  25,000  employees,  a  50%  increase,  on  Gould's 
watch,  most  of  them  from  developing  countries.  He  closed 
a  research  facility  in  Ridgefield,  Conn. ,  and  opened  a  spank- 
ing -  new  glass  -  fronted  research  center  on  the  campus  of  the 
King  Fahd  University  of  Petroleum  &  Minerals  in  the  heart  of 
Saudi  Arabia's  oil-rich  Eastern  Province.  He  recently  inau- 
gurated a  training  center  in  Abu  Dhabi  and  has  opened  vari- 
ous facilities  in  Russia. 

AIRPORT  HEADQUARTERS 

Such  investments  help  burnish  Schlumberger's  image  in 
host  countries.  In  Saudi  Arabia,  for  instance,  Schlumberger 
is  at  the  heart  of  the  kingdom 's  $24  billion  plan  to  boost  pro  - 
duction  capacity  by  25%.  It  operates  some  70  drilling  rigs 
in  a  joint  venture  with  Saudi  investors  and  did  much  of  the 
drilling  and  other  work  at  the  16  billion-barrel  Shaybah  field 
the  Saudis  developed  in  the  1990s.  And  while  the  handsome 
neoclassical  building  on  the  King  Fahd  campus  is  clearly 
meant  to  be  a  token  of  Schlumberger's  commitment  to  the 
kingdom,  Schlumberger  is  also  likely  to  profit  from  its  loca- 
tion near  the  country's  giant  oil  fields.  The  crude  there  sits 
in  limestone,  which  is  poorly  understood  compared  with 
the  sandstone  that  prevails  in  the  West.  The  center's  re- 
searchers are  busy  working  on  the  best  ways  to  extract  oil 
in  those  areas. 

Gould's  push  in  Russia  could  turn  out  to  be  his  boldest 
stroke  of  all.  Russia's  oil-services  market  was  worth  some 
$13  billion  last  year,  and  it's  growing  at  a  pace  well  into  the 
double  digits.  These  days,  the  business-class  lounge  at 
Moscow's  Domodedovo  airport  has  become  the  unofficial 
headquarters  for  Schlumberger  executives  and  engineers 
boarding  Soviet -era  Antonov  and  Tupolev  jets  for  the  long 
flight  out  to  West  Siberia,  which  accounts  for  about  four- 

SCHLUMBERGER'S  GLOBAL  REACH 


fifths  of  Russian  oil  production.  The 
region  requires  thousands  of  new  wells, 
such  as  those  being  drilled  at  Pad  lb 
Lempyskoye,  just  to  keep  output  at  cur- 
rent levels.  And  there's  still  lots  of  oil  to 
be  found.  In  the  1960s  and  '70s,  Soviet 
drillers  moved  rapidly  across  the  forest 
and  tundra,  hitting  big  pockets  of  oil  but 
bypassing  the  smaller  pools.  These  can 
now  be  tapped  by  the  tricky  horizontal 
wells  Schlumberger  has  taught  its  Rus- 
sian employees  to  drill,  and  production 
at  old  wells  can  be  bumped  up  by  a  pro- 
cess called  hydraulic  fracturing,  another 
Schlumberger  specialty. 

Schlumberger  was  a  big  player  in  Rus  - 
sia  at  the  dawn  of  the  oil  industry  in  the 
20th  century,  but  it  got  the  boot  after 
Stalin  came  to  power.  Then,  in  the  late 
1990s,  it  formed  an  alhance  with  Yukos, 
at  the  time  Russia's  biggest  private  oil 
company,  eventually  dispatching  300 
workers  there  and  helping  to  kick-start 
flagging  production.  Schlumberger 
forged  a  similar  deal  with  another  mas- 
sive private  player,  Sibneft .  But  as  Yukos ' 
owner  Mikhail  B.  Khodorkovsky  fell 
out  of  favor  with  the  Kremlin,  Russia 
chief  Dijols  knew  he  needed  a  far  wider 
client  base. 

His  solution:  buy  local  services 
companies  and  bring  their  work  up  to 
Schlumberger's  standards.  Although 
Schlumberger  is  considered  to  have  the 
best  high  technology  in  the  industry, 
it  lacked  certain  midrange  skills.  More 
important,  the  deals  brought  contacts  and  understanding  0 
the  Russian  business  landscape.  Schlumberger's  handling  c 
Siberian  Geophysical,  which  operates  Pad  lb,  is  typical  of  itij 
approach.  Although  Dijols  says  Siberian  was  in  terrible  sha] 


Russian  steps: 
Surveying  a 
line-up  of  new 
wells  for  Rosneft 
In  Siberia 


SALES  (BILLIONS)*       EMPLOYEES*        HIGHLIGHTS 


Europe/Russia/Africa 


$4.8 


23,600 


Business  in  Russia  includes  drilling,  manufacturing,  and  R&D.  Algeria  Is  1 
booming,  and  Libya  is  coming  on  strong. 


Latin  America 


$2.6 


10,600 


Dominates  Mexico's  oil-field  services  business  via  its  decades-long  rela- 
tionship with  Pemex.  Also  has  strong  positions  in  Brazil  and  Ecuador. 


Middle  East  and  Asia 


$4.0 


19,300 


Schlumberger's  rig  counts  are  rising  by  50%  annually  in  Saudi  Arabia, 
where  the  company  is  the  key  service  player. 


North  America 


$5.3 


16,500 


*For  2006.  Oil-field  service  revenues  only.  Excludes  results  of  seismic  subsidiary. 


The  U.S.  is  still  the  leading  source  of  revenues  and  an  R&D  center.  CEO] 
Gould  spends  about  a  third  of  his  time  in  Houston. 

Data:  Company 
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ONE  RIG  WENT  TO  THE  COLDEST  PLACE  IN  THE 


NORTHERN  HEMISPHERE,  WHERE  ROADS  WERE 


IMPASSABLE  DURING  THE  WARMER  MONTHS 


hen  Schlumberger  bought  it  from  Yukos  in  2004,  the  dozen 
;hlumberger  executives  parachuted  into  the  company  did 
tie  but  observe  for  about  a  year.  "It  is  like  West  Texas,"  Di- 
Is  says.  "Everything  is  based  on  personal  relations.  People 
e  very  proud.  You  can't  come  and  say,  'We  will  give  you  a 
sson.' " 

The  company  is  gradually  changing  its  old  Soviet  culture  of 
ame.  Luc  Ollivier,  a  50-year-old  Frenchman,  was  installed 

the  boss  of  regional  operations  at  Siberian  Geophysical. 
,e's  trying  to  reward  performance  and,  more  critical,  sys- 
jmatically  eliminate  mistakes  rather  than  simply  punish 
ie  people  who  make  them.  Ollivier  says  the  company's  vet- 
an  drillers  have  immense  experience,  "but  they  don't  like 

teach  the  young  people."  So  he  is  working  to  forge  better 
^s  through  daylong  get  -  togethers  that  conclude  with  a  beer 
ish.  Ollivier  says  the  pace  of  work  is  up  by  more  than  30% 

the  past  two  years,  and  Siberian  Geophysical's  drilling 
yenues  reached  about  $250  million  last  year,  about  double 
ieir  level  in  2006. 
jOllivier  spends  7  out  of  every  10  weeks  in  Nefteyugansk,  a 

m  oil  town  stranded  in  the  Siberian  forests  some  60  miles 
th  of  Pad  lb.  He  passes  his  days  visiting  rigs  or  doing  pa- 


perwork in  his  small  office,  and  his  evenings  in  boisterous 
local  eateries,  where  diners  toast  each  other  with  chilled 
vodka  and  munch  slivers  of  raw  fish.  Even  though  Ollivier 
is  the  chief,  the  local  manager -a  garrulous  former  driller 
named  Victor  Soldatov,  well  -  known  to  everyone  in  NeftejMj  - 
gansk-is  the  public  face  of  the  operation.  He  serves  visitors 
tea  and  gooey  meat-and-cheese  sandwiches  and  regales 
them  with  stories  of  his  business  battles  with  local  rivals 
and  the  dark  days  when  Yukos  went  bankrupt.  His  tales  may 
sound  like  so  much  bluster,  but  they  keep  local  officials  and 
executives  from  Rosneft ,  which  snatched  up  the  Yukos  prop- 
erties, entertained  -  and  coming  back  for  more .  Soldatov  "  is 
great  with  chents,"  Ollivier  says. 

West  Siberia  may  be  just  the  beginning.  Schlumberger  is 
working  offshore  on  Sakhalin  Island  in  the  Pacific.  And  it  is 
gearing  up  for  contracts  in  new  areas,  such  as  East  Siberia, 
where  the  distances  and  lack  of  infrastructure  are  posing 
huge  challenges  to  their  operations.  Bringing  a  rig  to  one  site 
near  what  is  considered  the  coldest  place  in  the  Northern 
Hemisphere  took  2V2  months,  with  the  final  600  miles  on 
roads  accessible  only  in  winter.  In  the  summer,  the  ice  melts 
into  a  swampy  steam  bath,  and  as  the  mercury  soars  above 
lOOF,  workers  must  don  netting  to  cover 
every  exposed  part  of  their  bodies  to  ward 
offmosquitoes. 

Gould  is  going  out  of  his  way  to  please 
his  Russian  hosts.  Schlumberger  built 
a  training  center  in  the  Siberian  city  of 
Tyumen  and  has  opened  manufacturing 
plants  there  and  in  another  city  nearby 
to  make  submersible  pumps  and  per- 
forating guns  that  are  used  to  open  up 
wells  after  drilling.  Schlumberger  also 
has  set  up  research  centers  in  Moscow 
and  in  Novosibirsk,  Siberia,  employing 
20  PhDs,  and  is  sponsoring  an  additional 
200  researchers  at  Russian  universities. 

These  scientists  have  come  up  with 
innovative  technologies  that  Schlumberger  is  putting  to 
work  in  Russia  and  beyond.  For  example,  a  team  in  Novo- 
sibirsk has  developed  plastic  fibers  that  help  open  chan- 
nels in  the  rock  and  aid  the  flow  of  oil  and  gas,  and  a  group 
in  Moscow  has  come  up  with  better  ways  to  boost  output  of 
mature  fields  by  more  efficiently  injecting  water  into  wells. 
Schlumberger 's  early  backing  of  research  in  Russia — it  start  - 
ed  in  the  late  '90s,  when  money  was  scarce  and  few  others 
were  interested— has  helped  the  company  "estabhsh  a  level 
of  trust  with  universities,"  giving  it  priority  access  to  some 
of  Russia's  best  brains,  says  Vladimir  Tertychnyi,  a  physicist 
at  Schlumberger  Moscow  Research  Center.  "That's  some- 
thing money  can't  buy."  IBWI 


Training  local 
talent  is  a  big 
part  of  the 
Siberian 
Geophysical  deal 
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DEEDS 


The  mortgage  crisis  has  blighted  the  landscape  with 
boarded-up  houses.  Now  a  few  cities  are  holding  giant 
lenders  accountable  for  what  foreclosure  leaves  behind 


By  Michael  Grey 


Photography 
by  Michael  Todd 


On  Dec.  17  in  a  windowless  Buffalo  courtroom,  Cindy  T.  Cooper, 
a  prosecutor  for  the  city,  buzzes  among  a  dozen  men  in  suits,  cut- 
ting deals.  "You've  got  to  unboard  [the  house] ,  go  in,  and  clean  it 
out,"  she  tells  one.  "If  all  the  repairs  are  done  quickly,  I  wouldn't 
ask  for  any  fines."  To  another,  she  says,  "the  gutters  weren't  done  right,"  and  asks  to 
see  receipts  for  the  work.  It's  "Bank  Day"  in  Judge  Henry  J.  Nowak's  housing  court- 
room, more  t)^ically  a  venue  where  landlords  and  tenants  duke  it  out  over  evictions 
and  back  rent.  Instead,  Cooper  is  asking  lawyers  for  CitiFinancial,  JPMorgan  Chase, 
and  Countrywide  Financial  to  fix  problems  like  peeling  paint,  broken  masonry,  and 
overgrown  or  trash-filled  yards  at  houses  the  city  says  the  banks  are  responsible  for 
maintaining.  It  may  be  surprising  to  find  these  financial -services  giants  hauled  before 
this  obscure  local  tribunal.  In  fact.  Cooper  and  Nowak  are  at  the  forefront  of  a  pio- 
neering effort  to  deal  with  a  vexing  problem:  the  surging  number  of  vacant  and  aban- 
doned homes  resulting  from  the  mortgage  market  meltdown.  The  vacancies  occur 
when  lenders  bring  foreclosure  suits  against  dehnquent  borrowers.  Mere  notice  that 
such  an  action  might  be  filed  often  sends  residents  packing.  In  Buffa- 
lo and  other  Rust  Belt  cities,  the  problem  has  been  particularly  acute, 
because  in  many  cases  banks  are  abandoning  the  houses,  too,  after 
determining  that  their  value  is  so  low  that  it's  not  worth  laying  claim 


Buffalo  city 
prosecutor 
Cooper  is  fighting 
bacK  against 
deadbeat  banks 
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Homeowners  may 
flee,  but  banks 
still  retain  Hens 
on  abandoned 
houses 


to  them.  When  city  officials  try  to  hold  someone  responsible 
for  dilapidated  properties,  they  often  find  the  homeowner  and 
bank  pointing  fingers  at  each  other.  Indeed ,  the  houses  fall  into 
a  kind  of  legal  limbo  that  Cleveland  housing  attorney  Kermit 
J.  Lind  calls  "toxic  title"  (table,  page  50).  While  formal  owner- 
ship remains  with  a  borrower  who  has  fled,  the  bank  retains 
its  lien  on  the  property.  That  opens  up  a  dispute  over  who  is 
responsible  for  taxes  and  maintenance .  Even  when  lenders  do 
complete  the  foreclosure,  they  may  walk  away  from  the  prop- 
erty, leaving  it  to  be  taken  by  a  city  for  unpaid  taxes,  a  process 
that  can  take  years  .Orphaned  properties  quickly  fall  into  dis- 
repair, the  deterioration  sometimes  hastened  by  vandals  who 
trash  the  interiors,  lighting  fires  and  ripping  out  wiring  and 
pipes  to  sell  for  scrap.  Squatters  or  drug  dealers  may  move  in. 
The  impact  goes  far  beyond  the  defaulting  homeowner, 
as  neighbors  and  entire  communities  confront  a  spreading 


"THE  DAYS  ARE  GONE  WHEN  YOU  CAN  DO  A 
FORECLOSURE  AND  WALK  AWAY  WITHOUT  TAKING 
CARE  OF  THE  PROPERTY/'  SAYS  COOPER 


blight.  Vacant  residences  deprive  cities  11 
tax  revenue  and  can  cost  them  thousanoi 
to  maintain.  A  2001  Temple  UniversiM 
study  in  Philadelphia  found  that  simp!ij 
being  within  150  feet  of  an  abandoned 
property  knocked  $7,600  off  a  home's  value. 

In  Buffalo,  prosecutor  Cooper  is  bringing  lenders  befoul 
Judge  Nowak  to  hold  them  accountable.  Wielding  the  threw 
of  liens,  which  can  hold  up  the  lenders'  other  real  estaW 
transactions,  she  aims  to  make  banks  keep  foreclosed  home< 
in  good  condition  until  a  buyer  can  be  found.  As  an  alternal 
five,  Cooper  or  Nowak  may  try  to  get  lenders  to  donate  prop;! 
erties  to  community  groups  or  to  pay  for  demolition  whe* 
houses  are  beyond  repair.  "At  least  in  Buffalo,"  says  Coope( 
"the  days  are  gone  when  you  can  do  a  foreclosure  and  wa^ 
away  without  taking  care  of  the  property." 

Those  charged  with  violations  bi) 
Cooper  include  participants  all  alont 
the  complex  mortgage -industry  fooi 
chain,  from  loan  originators  to  sen 
vicers  to  the  Wall  Street  trusts  that  bui 
up  the  vast  majority  of  home  loans  anJ 
then  securitize  them.  A  similar  initial 
five  is  under  way  in  Cleveland,  wheri 
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adge  Raymond  L.  Pianka  puts  lenders  on  trial  in  absentia 
^hen  they  fail  to  respond  to  charges. 
Even  places  with  high  property  values,  like  Chula  Vista, 
lalif.,  a  San  Diego  suburb,  are  taking  steps  to  avoid  the  ne- 
lect  that  can  occur  during  lengthy  foreclosures.  "It  seems 
ke  a  number  of  the  lenders  aren't  even  doing  things  that  are 
1  their  own  best  interest  to  preserve  the  asset,"  says  Pianka— 
problem  he  attributes  to  the  fragmented  nature  of  the  busi- 
ess.  "It's  not  an  address.  It's  not  a  property.  It's  just  a  loan 
umber,"  he  says.  "So  they'll  push  a  button  in  San  Francisco, 
nd  it  will  set  things  in  motion  to  do  things  with  [a]  property 
lat  don't  even  make  sense." 

PREADING  THE  PAIN 

he  proceedings  in  Pianka's  and  Nowak's  courtrooms  offer  a 
jbering  reminder  that  underlying  the  attenuated  ownership 
nd  esoteric  products  spun  out  of  mortgages  are  actual  build- 
igs,  some  with  leaky  roofs  or  broken  porch  railings.  The  Indus  - 
■y  denies  responsibility  for  properties  to  which  it  has  not  taken 
tie .  "The  notion  that  a  mortgage  company  has  an  obligation  to 
lake  repairs  on  a  property  that  it  doesn't  even  own  is  very  hard 
,)  comprehend,"  says  Marco  Cercone,  a  Buffalo  attorney  who 
ipresents  a  range  of  lenders  before  Nowak  in  the  courtroom, 
ooper  says  that  banks  and  other  financial  firms  once  extolled 
ouses  as  the  best  possible  collateral  for  a  loan.  Now  they're 

uck  with  that  collateral,  and  they  don't  like  it. 

If  there  ever  is  a  national  response  to  the  messy  legacy  left 
'f  foreclosures,  it  might  include  something  like  the  Buf- 

lo  system,  which  seeks  to  take  action  before  the  presence 
f  abandoned  houses  hurts  entire  neighborhoods  and  which 
breads  the  pain  among  many  players.  "We're  kind  of  a  crystal 
all  into  what  might  happen"  elsewhere.  Cooper  says. 

Lenders  may  rue  the  day  the  State  University  of  New  York 
:  Buffalo  admitted  Cooper  to  pursue  a  PhD  in  sociology  and 
(law  degree.  The  subject  of  her  doctoral  thesis,  submitted  in 
lecember,  2006:  the  role  of  banks  in  residential  abandonment 
[id  why  they  should  be  account - 
pie  for  property-code  violations. 
|he  fourth -generation  Calif  ornian 

lys  she  quickly  became  attached 

Buffalo  for  its  history  and  archi- 

cture.  Now  33,  Cooper  and  her 

jsband  are  rehabilitating  a  house 

lat  she  bought  after  getting  an  IRS 

X  lien  removed  from  the  property. 

vly  passion  for  this  work  is  because 

ove  this  town,"  she  says. 

While  researching  her  thesis, 

Doper  interned  for  Judge  Nowak. 

ill,  soft-spoken,  and  unfailingly 

mrteous,  the  judge,  39,  began 

)Iding  Bank  Day  earlier  this  year 

id  schedules  it  once  a  month.  The 

vility  of  the  proceedings  and  the 

rge  number  of  bank  lawyers  in  at- 

ndance  belie  a  noteworthy  fact: 

ley  are  there  under  coercion.  A 

w  years  ago,  Nowak- says,  "the 


city  became  increasingly  frustrated  with  the  banks'  role"  in 
contributing  to  Buffalo's  abandoned-property  problem.  (Es- 
timates put  the  number  of  abandoned  homes  in  the  city  at  be  - 
tween  5,000  and  10,000.)  In  2004,  New  York  State  amended 
the  definition  of  "owner"  in  its  property  maintenance  code 
to  include  not  just  titleholders  but  others  who  had  "control" 
over  a  premises. 

While  the  statute  makes  no  reference  to  lenders,  Nowak 
contends  that  the  letters  banks  send  to  defaulting  home- 
owners threatening  to  boot  them  from  their  houses  show 
that  they  have  begun  to  "assert  some  measure  of  control."  On 
this  premise,  Nowak  says,  Buffalo  began  contacting  banks  "en 
masse"  about  foreclosed  properties,  but  "a  lot  of  times  we'd 
just  be  rebuffed  and  ignored." 

Cooper,  as  an  intern,  suggested  a  tactic  that  the  judge 
adopted.  When  banks  ignored  summonses  for  code  viola- 
tions, Nowak  began  entering  default  judgments  against  them 
and  imposing  the  maximum  fine,  which  can  reach  $10,000  to 
$15,000.  For  a  big  bank,  that's  not  much.  The  real  pain  comes 
because  the  fines  give  the  city  a  lien  that  impedes  the  banks' 
ability  to  buy  or  sell  other  properties  in  the  area.  In  addition, 
when  lenders  come  to  his  court  to  get  residents  evicted  from  a 
particular  property,  Nowak  refuses  to  grant  the  request  until 
the  bank  addresses  violations  outstanding  on  other  proper- 
ties. Judge  Pianka  employs  similar  tactics  in  Cleveland.  On 
Dec.  10,  for  example,  he  assessed  a  $50,000  fine  against  an 
absentee  defendant.  Mortgage  Lenders  Network  USA,  for  21 
code  violations  at  a  home. 

Even  far  from  the  Rust  Belt,  in  places  where  empty  houses 
retain  significant  value,  the  lending  industry  seems  to  have 
trouble  preserving  its  collateral  when  homes  are  abandoned 
during  foreclosure.  In  Chula  Vista,  a  number  of  houses  have 
been  trashed  by  college  students  who  have  held  parties  in 
the  vacant  properties.  In  other  cases,  pillagers  pull  up  in 
rental  trucks  to  cart  away  cabinets,  wood  flooring,  and  fix- 
tures stripped  from  the  homes.  But  in  October,  an  ordinance 
went  into  effect  requiring  lenders 
to  register  and  maintain  houses 
that  have  been  abandoned  during 
foreclosure. 

CompHance,  says  Chula  Vista 
code  enforcement  manager  Doug 
Leeper,  has  been  spotty.  "What  I 
need  them  to  do  is  keep  the  water  on 
and  keep  the  lawn  green,"  he  says, 
noting  that  the  first  sign  of  aban- 
donment is  often  a  yard  that  has 
turned  brown  and  a  pool  that  has 
gone  murky  green. 

That  sUde  into  decrepitude  is  ex- 
actly what  Cooper  is  trying  to  head 
off  in  Buffalo.  In  February,  she  joined 
the  city's  law  department,  where 
one  of  her  duties  is 
Nowak  may        prosecuting  banks. 

fine  lenders  „,  j     xt  i 

if  foreclosed        She    and   Nowak 
homes  each  say  their  main 

deteriorate  objective  is  not  col  - 
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lecting  fines  but  bringing  banks  to  the  table  to  try  to  find  con- 
structive solutions  for  dealing  with  abandoned  property.  That 
doesn't  mean  borrowers  are  off  the  hook.  Cooper  typically 
charges  both  borrowers  and  lenders,  and  Nowak  may  fine  ho- 
meowners or  sentence  them  to  community  service.  "Can  both 
be  responsible?"  asks  Cooper.  "Absolutely." 

The  approach  in  Buffalo  is  paying  dividends.  In  a  case  on 
Dec.  17,  attorney  Cercone  addressed  the  status  of  a  house 
that  had  gone  into  foreclosure  in  2006.  Cercone  was  repre- 
senting JPMorgan  Chase  and  Ocwen  Loan  Servicing  (which 
in  turn  were  representatives  of  a  securitized  trust  that  had 
purchased  the  mortgage).  Cercone  submitted  an  affidavit 
showing  that  Ocwen,  which  had  been  cited  for  violations  in 
December,  2006,  had  spent  $30,000  to  repair  the  property, 
including  scraping  lead  paint  from  the  entire  house.  In  Sep- 
tember, the  affidavit  notes,  JP  Morgan  Chase  sold  the  proper- 
ty at  a  loss  of  $19,500,  not  including  the  cost  of  repairs.  "The 
bank  in  this  case  dealt  with  the  property  as  well  as  could  be 
done  under  the  circumstances,"  Nowak  said  from  the  bench, 
and  he  agreed  not  to  impose  any  fines. 

TORTUOUS  TRAILS 

Still,  even  with  novel  and  aggressive  tactics,  the  path  to  reso- 
lution for  many  properties  in  Buffalo  can  be  tortuous  and 
protracted.  A  house  at  1941  Niagara  St.  — one  of  dozens  of 
properties  that  Cooper  examined  as  a  graduate  student -has 
yet  to  see  its  final  chapter,  though  it  may  be  close. 

In  1998,  Ehzabeth  M.  Manuel  obtained  a  $34,500  mort- 
gage on  the  property  from  IMC  Mortgage  (since  acquired  by 
Citibank).  By  2002,  the  loan  had  been  sold  into  a  securitiza- 
tion trust  administered  by  Chase  Manhattan  (now  JPMorgan 
Chase)  as  trustee.  It  also  went  into  default,  and  Chase  began 
foreclosure  proceedings.  In  a  court  filing,  Manuel  (who  could 
not  be  located  for  comment)  said  she  left  the  home  while  the 
foreclosure  action  was  pending.  More  than  five  years  later, 
though,  the  title  remains  in  her  name.  The  house,  although  still 
standing  (photo,  page  48),  has  become  a  fire-gutted  wreck. 

In  May  2007,  Nowak  issued  a  default  judgment  against 


Vandalism  is  up 
in  Chula  Vista, 
Calif.,  says  code 
enforcer  Leeper 


Chase  for  $9,000.  But  these  cases  can  h 
notoriously  difficult  to  untangle.  Thomt 
A.  Kelly,  a  spokesman  for  the  bank,  note 
that  Chase  sold  its  trustee  business  to  th 
Bank  of  New  York  Mellon  in  October,  2006,  and  couldn't  lo 
cate  anyone  at  Chase  able  to  comment.  But  he  reiterates  th 
industry  view  that  Chase  can't  be  held  responsible  for  main 
taining  a  property  it  never  owned.  He  acknowledges  that : 
a  home  didn't  seem  worth  taking  as  collateral,  the  bank  maj 
have  made  a  decision  to  "just  walk  away." 

The  value  of  1941  Niagara,  estimate  city  assessors,  is  $4,50( 
of  which  $4,300  represents  the  value  of  the  land.  The  home 
Cooper  says,  is  slated  for  "imminent"  demohtion.  1 BW 1 


THE  STORY  OF  AN  ORPHANED  HOME 

How  properties  descend  into  legal  limbo— and  how  communities  are  trying  to  deal  with  the  problem. 
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ake  your  office  PC  with  you,  wherever  you  go.  With  GoToMyPC. 

oToMyPC  is  the  award-winning  service  that  lets  you  use  your  office  PC 
om  any  other  computer  with  an  Internet  connection  -  just  as  if  you're  sitting 
:  your  desk!  Just  log  on  to  GoToMyPC.com  and  start  working  with  all 
Dur  programs.  Access  all  your  files.  Use  your  email.  It's  fast,  easy,  and 
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Illegals  and  Business: 
A  Glimpse  of  the  Future? 

At  a  time  of  mounting  opposition  to  undocumented  workers,  Immigration's 
fierce  probe  at  Swift  is  a  sign  that  things  will  get  tougher  for  employers 


By  Susan  Berfield 

Sometime  soon,  perhaps  by  the  end 
of  this  month,  Christopher  Lamb  may 
plead  guilty  to  harboring  an  illegal 
alien.  Lamb,  37,  was  a  human  re- 
sources assistant  manager  at  Swift  & 
Co. ,  among  the  largest  beef  and  pork 
processors  in  the  U.S.  As  immigration 
emerges  as  one  of  the  most  conten- 
tious issues  of  this  election  season,  his 
case  is  emblematic  of  newly  aggressive 
tactics  against  management  by  the 
U.S.  Immigration  &  Customs  Enforce- 
ment Agency  (ICE).  "Swift  was  just 
the  beginning,"  says  Cynthia  J.  Lange, 
a  partner  at  Fragomen,  Del  Rey,  Bern- 
sen  &  Loewy,  a  law  firm  specializing  in 
immigration  issues.  "ICE  is  looking  for 
the  next  company.  They're  looking  for 
brand  names." 

For  years  there  has  been  an  implicit 
understanding  among  businesses 
that  need  workers,  illegal  immigrants 


At  the  heart  of  the  investigation  is  a  potent 
tactic:  using  threats  of  jail  and  deportation  to 
get  illegal  workers  to  inform  on  superiors 


willing  to  do  those  jobs,  communities 
that  benefit  from  such  commerce,  and 
a  government  that  rarely  intervened. 
Now  that  understanding  has  been  torn 
apart.  Of  1,500  people  surveyed  in 
June  by  the  Pew  Research  Center,  55% 
said  the  most  effective  way  to  reduce 
illegal  immigration  from  Mexico  is  to 
increase  penalties  on  employers.  In  a 
Democratic  Presidential  debate  in  No- 
vember, Barack  Obama  said:  "An em- 
ployer has  more  of  a  chance  of  getting 
hit  by  hghtning  than  being  prosecuted 
for  hiring  an  undocumented  worker. 
That  has  to  change."  All  of  the  candi- 
dates, with  varying  degrees  of  vigor, 
have  expressed  the  same  sentiment. 
ICE  made  863  criminal  arrests  at 
companies  last  year;  59  of  those  were 
owners  and  33  lower-level  managers, 
most  charged  with  knowingly  hiring 
illegal  workers.  Two  years  ago,  ICE 
made  only  176  such  arrests.  Operation 
Wagon  Train— 
which  included 
simultaneous 
raids  on  six  Swift 
meatpacking 
plants  on  Dec. 
12, 2006,  and 


led  to  Lamb's  arrest— was  dramatic, 
pubhc,  and  the  largest  worksite  sweep 
in  ICE's  history.  At  the  heart  of  the 
subsequent  investigation  is  a  tactic 
that  could  become  familiar  in  the  years- 
ahead:  using  threats  of  jail  and  depor- 
tation to  persuade  an  illegal  immigrant 
to  cooperate  and  inform  on  a  superior. 
"Usually  the  way  it  works  is  we  get 
a  couple  of  hundred  administrative 
or  criminal  arrests  and  a  few  super- 
visors," says  ICE  spokesperson  Pat 
Reilly.  "Then  we  work  our  way  up." 

That's  how  the  agency  caught 
Lamb.  After  the  raid  on  Swift's  slaugh- 
terhouse in  Marshalltown,  Iowa,  ICE 
wired  a  Mexican  line  worker  who  knew 
Lamb,  sent  him  to  Lamb's  house,  and 
recorded  what  it  says  is  an  incrimi- 
nating conversation  between  the  two 
men.  Lamb,  through  his  lawyer,  de- 
clined to  comment.  And  it  isn't  clear  if 
he  will  cooperate  with  the  government 
as  part  of  a  guilty  plea.  Swift,  which  in 
July  was  sold  to  the  Brazilian  company 
JBS,  also  declined  to  discuss  the  inves- 
tigation and  has  not  been  impHcated 
in  any  criminal  wrongdoing. 

White  -  collar  prosecutions  of  this 
kind  are  difficult,  since  senior  man- 
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Two  hundred  agers  and  execu  - 

ICE  agents  ^j^gg  rarely  involve 

raided  the  Swift  ,,  ,         j-       ., 

^,      .,   .  themselves  directly 

slaughterhouse  in  -' 

December,  2006       in  lower-level  staff- 
ing. But  it  might  not 
matter:  Already,  there  are  signs  that 
ICE's  tactics  have  made  companies 
[reassess  their  hiring  practices. 

SUSPICIOUS  DOCUMENTS 

The  official  investigation  into  Swift 
employees  began  in  February,  2006.  In 
routine  interviews  with  people  facing 
deportation,  ICE  investigators  discov- 
ered that  several  had  suspect  identi- 
fication documents  and  held  jobs  at 


Swift,  Marshalltown's  biggest  em- 
ployer. And  many  of  them  had  given 
Swift  the  Social  Security  numbers  of 
U.S.  citizens  from  Puerto  Rico.  "That 
was  a  red  flag  for  us,"  says  Claude 
Arnold,  a  special  agent  involved  in  the 
investigation. 

On  Mar.  1  an  ICE  agent  delivered  a 
subpoena  to  the  Marshalltown  plant 
for  its  I-9  forms,  the  documents  that 
verify  someone's  eligibility  to  work  in 
the  U.S.  This  would  not  necessarily 
have  alerted  Swift  that  an  investiga- 
tion was  under  way,  since  the  request 
to  review  these  forms  is  fairly  com- 
mon. Swift  also  had  reason  to  believe 


it  was  in  good  standing  with  the 
immigration  authorities:  It  was  one  of 
a  handful  of  companies  that  volun- 
tarily used  the  government's  Basic 
Pilot  Program,  which  helps  employ- 
ers determine  whether  new  hires  are 
authorized  to  work  and  whether  their 
Social  Security  numbers  are  valid.  The 
online  program  (now  called  E-Verify) 
has  its  limits,  though.  It  can  detect 
counterfeit  Social  Security  numbers, 
but  not  those  that  may  have  been  sto- 
len or  bought  from  a  U.S.  citizen. 

As  part  of  its  crackdown,  ICE  was 
focusing  on  identity  theft,  a  felony 
that  was  becoming  increasingly  com- 
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mon  among  illegal  immigrants.  And 
when  agency  investigators  looked  over 
more  than  2,100  of  Swift's  I-9  forms, 
they  concluded  that  664  employees 
were  illegal  immigrants  who  had  as  - 
sumed  the  identities  of  U.S.  citizens 
in  order  to  obtain  employment  (some 
of  the  victims  of  the  ID  thefts  had  filed 
complaints  with  the  Federal  Trade 
Commission).  According  to  court 
documents,  Lamb  had  certiiied  a  num- 
ber of  those  forms. 

As  ICE's  investigation  continued  over 
the  summer,  it  sent  at  least  one  under- 
cover agent  into  the  Marshalltown 
slaughterhouse.  On  Aug.  22  the  agent 
recorded  an  orientation  speech  that 
union  representative  Braulio  PerejTa  gave 
in  Spanish  to  about  a  dozen  new  employ- 
ees. Pereyra,  58,  was  a  vice-president 
of  Local  1149,  an  affiliate  of  the  United 
Food  &  Commercial  Workers  union  and 
a  Swift  employee.  According  to  court 
documents,  Pereyra  told  workers  how 
to  protect  false  identities.  Giving  that 
advice  led  to  the  accusation  that  Pereyra 


Employers  will  have  to  scrutinize  new  hires 
more  carefully  while  being  sensitive  about 
potentially  discriminatory  practices 


knew  illegals  were  working  at  Swift 
and  did  nothing  about  it.  He  was  later 
charged  with  harboring  illegal  aUens. 
Pereyra  began  his  talk  by  recount  - 
ing  his  arrival  as  an  illegal  immigrant 
from  Argentina  in  the  1980s.  (He  later 
became  an  American  citizen.)  Pereyra, 
according  to  the  government,  then  told 
the  employees  not  to  use  their  docu- 
ments outside  of  work  and  that  if  they 
were  ever  stopped  by  the  police  to  hand 
over  their  real  identification.  "You  can 
lie  to  your  boss  or  whomever,  but  not 
the  police,"  he  said.  If  the  police  find 
evidenceof  identity  theft,  "that's  a 
federal  offense,"  he  explained. 

Pereyra's  attorney,  J.  Keith  Rigg,  ar- 
gues that  the  charge  against  his  client 
seems  to  stretch  the  common  under- 
standing of  what  constitutes  "harbor- 
ing "  an  illegal  alien.  "If  we  have  a  very 
broad-based  statute  where  any  kind  of 
conduct  that  would  help  someone  re- 
main in  the  country,  however  indirect- 
ly, counts  as  a  crime,  then  we  have  a  lot 
of  employers  who  are  doing  things  that 
could  be  poten- 
tially considered 
criminal,"  says 
Rigg.  The  case  is 
pending,  and  Rigg 
declined  to  make 
Pereyra  available 


to  comment .  Family  member 

On  Dec.  12,  2006,  looked  on  as  95 

.,         .J  illegal  workers 

came  the  raids  on  ,  . 

were  taken  awa 

Swift  plants  around 
the  country.  At 

7:30  a.m.,  200  agents  descended  on  tl 
Marshalltown  slaughterhouse.  Super\ 
sors  shut  down  production  and  told  e\ 
eryone  to  report  to  the  cafeteria.  Then 
the  agents,  armed  with  handguns  and 
many  cases  wearing  bulletproof  vests, 
ordered  those  working  legally  to  move 
to  one  side  of  the  room  and  those  who 
were  not  to  gather  on  the  other.  Stand 
ing  among  the  illegals  was  a  line  worke 
named  Alejandro  Vazquez. 

By  3  p.m.,  Vazquez  and  98  others 
had  been  handcuffed  and  driven  awa> 
in  Homeland  Security  Dept.  buses  an^ 
vans  as  family  members  looked  on.  A 
week  later,  Vazquez  was  charged  with  : 
using  the  stolen  identification  of  a 
U.S.  citizen,  a  felony  that  could  have 
put  him  in  jail  for  a  couple  of  years, 
followed  by  deportation.  In  hopes  of 
getting  a  better  deal,  Vazquez  decidec 
to  inform  on  Lamb — a  man  Vazquez 
had  known  for  more  than  a  decade. 

According  to  court  documents, 
Vazquez  said  he  had  worked  on  and 
off  at  the  Marshalltown  plant  over  the< 
past  decade  and  most  recently  had 
been  hired  in  October,  2002,  using 


BUSINESSWEEK  I  JANUARY  14,2008 


WHAT'S  NEXT 


in  assumed  identity.  Vazquez  said  he 
irst  met  Lamb  in  1995.  when  Lamb 
vas  his  supervisor,  and  that  he'd  been 

0  Lamb's  home  a  number  of  times 
ind  had  helped  put  new  siding  on  the 
louse.  And  he  told  the  investigators  he 
relieved  that  if  he  spoke  with  Lamb, 
he  HR  manager  would  rehire  him. 

ICE  agents  provided  Vazquez  with  a 
^ahd  Social  Security  card,  Texas  birth 
;ertificate,  and  South  Dakota  picture 
D  in  the  name  of  Anthony  Gomez, 
rhen  they  wired  Vazquez  with  a  mi- 
:rophone  and  sent  him  in  to  talk  with 
.amb  at  his  home  on  Sunday,  June  3. 

After  greeting  Vazquez  in  Spanish, 
.amb  asked  how  he  had  gotten  out 
)f  jail.  Vazquez  said  he  was  awaiting 
i  hearing  and  in  the  meantime  was 
loping  to  return  to  work  at  the  plant, 
/azquez  told  Lamb  he  had  bought  a 
Social  Security  card  (for  $1,000)  as 
veil  as  a  birth  certificate  (no  price  was 
nentioned)  and  with 
hose  was  able  to  obtain 
m  ID  card  from  South 
)akota.  Lamb  looked 
>ver  the  documents 
nd  said  they  appeared 
egitimate.  Lamb  told 
Vazquez  he  no  longer 
onducted  job  inter - 
iews  but  offered  some 
dvice:  Vazquez  should 
i:now  which  state  his  Social 
iecurity  card  came  from  and 
ay  he'd  heard  about  the  Mar- 
halltown  job  while  working 

1  South  Dakota.  Later  in  their 
conversation,  Lamb  said  that 
:'  for  some  reason  he  did  have 
3  interview  Vazquez,  he  would 
■e  unable  to  help.  He  said  ev- 
ryone  knew  they  had  worked 
ogether  and  that  if  he  gave 
'azquez  a  job  they  would  be 
1  jail  together.  Two  days  later 
nother  Swift  human  resources 
lanager  rehired  Vazquez. 

When  Vazquez  returned  to 
amb's  home  on  June  25,  Lamb 
xpressed  nervousness  about 
tieir  previous  conversation, 
amb  said  people  at  work  were 
sking  how  Memo  (Vazquez's 
ickname)  had  gotten  out  of 
lil.  Many  suspected  he  was 
elping  immigration  set  a 


trap.  Then,  according  to  the  summary 
of  their  conversation:  "Lamb  stated 
rhetorically,  'If  you  have  problems  with 
me,  damn! ' "  Vazquez  assured  Lamb  he 
didn't,  but  Lamb  remained  agitated. 
Then,  using  the  Spanish  term  for  the 
immigration  authorities.  Lamb  asked: 
"Where's  the  Mi^ra?" 

On  July  1  o ,  Lamb  was  arrested  on  his 
way  to  work.  He  was  taken  from  his  car, 
handcuffed,  and  driven  to  the  federal 
courthouse  in  Des  Moines,  where  he 
was  charged  with  harboring  an  illegal 
alien  and  covering  up  a  felony.  Then  he 
was  released  to  await  his  trial.  Three 
weeks  later,  according  to  Lamb's  lawyer, 
Christopher  A.  Clausen,  his  client  was 
fired  from  Swift  for  discussing  hiring 
practices  outside  the  office  (a  possible 
reference  to  the  taped  conversation). 
Lamb  now  works  on  the  production 
line  at  a  company  that  makes  cardboard 
containers.  His  wife  remains  a  Swift 

employee.  Clausen  says 
Lamb  is  waiting  for  an 
offer  from  the  prosecu- 
tor and  hoping  to  avoid 
jail  time.  As  to  the  ques- 
tion of  Lamb 's  coopera  - 
tion  with  ICE,  Clausen 


LINKS 


In  a  Dec.  1 5  story,  "Immigration 
and  the  Presidential  Race;  Cooking 
Up  a  Row,"  The  Economist  caWs  the 
rise  of  illegal  immigration  as  an 
election  issue  "one  of  the  most 
remarkable  changes  in  American 
politics  in  recent  decades."  The 
subject  has  become  red-hot,  the 
publication  says,  dangerous  to  any 
candidate  who  touches  it.  That's 
because  Americans  are  ambiva- 
lent: proud  of  the  country's 
immigrant-friendly  history  but 
worried  about  the  economic  impact 
of  immigration. 


says:  "I  can't  confirm  or  deny  that." 

Pereyra  is  still  employed  by  Swift, 
according  to  his  lawyer.  He  no  longer 
works  for  Local  1149,  although  the 
union  has  filed  a  court  brief  supporting 
him.  Jill  Cashen,  a  spokesperson  for 
the  union,  says:  "We  can't  discriminate 
by  asking  to  see  someone's  papers.  We 
shouldn't  do  that,  and  it's  not  our  legal 
responsibility.  Are  we  all  supposed  to 
be  the  immigration  police  ? " 
As  ICE  presses  companies  more 
forcefully,  employers  may  find 
themselves  in  a  bind:  scrutiniz- 
ing new  hires  with  greater  care 
while  being  sensitive  about 
potentially  discriminatory  prac- 
tices. (Swift,  in  fact,  paid  almost 
$200,000  in  2002  to  settle  a 
claim  that  a  Minnesota  plant  had 
engaged  in  discriminatory  hiring 
practices  against  U.S.  citizens 
who  looked  or  sounded  "for- 
eign." Swift  did  not  admit  guilt.) 

In  May,  Swift  announced  the 
raids  had  cost  it  at  least  $45  mil- 
lion because  of  the  disruption 
to  production  and  the  expense 
of  additional  recruiting  and 
training.  Arnold,  the  ICE  special 
agent,  says  the  raids  were  never 
about  Swift:  "Our  enforcement 
action  was  to  address  a  large 
number  of  employees  engaged  in 
identity  theft  who  happened  to  be 
employed  at  Swift."  But,  he  con- 
tinues, "Swift  has  substantially 
revamped  their  hiring  practices 
as  a  result  of  the  raid.  Everyone 
learns  from  these  cases."  1  bw  1 
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Keeping  Temps 
On  Tap 

Looking  for  part-timers 
in  a  pinch?  If  you're  an 
employer  in  Japan,  you 
can  now  use  the  global 
positioning  system  in  cell 
phones  to  find  them. 
Tokyo's  LocationValue 
runs  an  online  market- 
place that  lets  stores 
desperate  for  cashiers  or 
delivery  companies  in 
need  of  drivers  search  for 
qualified  candidates  in 
their  vicinity. 

LocationValue 's  Otet- 
sudai  Networks  relies 
on  Japan's  fast  wireless 
networks  and  near- 
ubiquitous  GPS -enabled 
phones.  At  Otetsudai 
("help"  in  Japanese),  job 


seekers  click  the  "I'm 
free  now"  box  from  their 
mobile  browsers,  and 
servers  note  the  GPS  loca- 
tion of  the  phone.  Anyone 
searching  the  site  gets 
a  list  of  candidates  who 
are  nearby  and  willing  to 
work,  even  if  only  for  an 
hour.  Later,  both  sides 


rate  each  other,  which 
naturally  weeds  out  work- 
ers who  don't  show  or 
employers  who  mistreat 
employees.  LocationValue 
has  registered  54,000  job 
hunters  and  has  a  cus- 
tomer base  of  3,000  busi- 
nesses, which  pay  fees  for 
the  service.  -KenjiHall 
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A  Way  to  Tell  If  They're  Slaving  Away  or  Surfing 


online  activities  of  the  people 
they  supervise— data  previously 
reserved  for  IT. 

The  hardware  lets  managers  set 
up  e-mails  to  alert  them  when  a 
worker  has  been  surfing  exces  - 
■^  sively,  view  which  sites  employ- 

ees have  visited  that  day,  and 
compare  individuals'  bandwidth 
use .  So  far,  only  one  customer — a 
county  government  in  Maryland— has  de- 
ployed the  updated  device,  although  five 
more  are  in  the  process  of  adding  it. 

While  it  may  help  catch  abusers,  what 
if  curiosity  gets  the  better  of  a  snoopy 
supervisor,  causing  even  more  time  to  be 
frittered  away?  Says  Rob  Adler,  a  spokes- 
person for  eTelemetry:  "If  you're  dealing 
with  a  bad  manager,  this  would  be  the 
least  of  your  problems."  -Jena  McGregor 


Managers  who  suspect  their  employ- 
ees spend  more  time  working  on  their 
fantasy  football  teams  than  their  next 
deadline  can  now  verify  their  suspi- 
cions. In  November,  eTelemetry,  which 
provides  tech  departments  with  network 
monitoring  services,  came  out  with 
a  new  version  of  hardware  that  some 
might  consider  creepy.  It  gives  manag- 
ers desktop  access  to  details  about  the 


FADS 


My  Mentor, 
Flicka 


Paintball.  Firewalking.  Rope 
courses.  Just  when  corporate 
off-site  activities  seemed Uke 
they  couldn't  get  any  zanier, 
they  have.  In  a  fad  that  could 
inspire  an  episode  of  The  Of- 
fice, companies  such  as  Cisco 
Systems  and  SAP  have  been 
sending  their  British  staff  to 
zoos  and  stables  for  "animal 
encounters"  and  "equine- 
guided  leadership"  sessions. 

The  claim:  Helping  zoo 
critters  helps  teams  to  bond. 
And  working  with  horses, 
it's  argued,  hones  nonverbal 
communication  skills.  The 
ZSL  London  Zoo,  for  in- 
stance, now  teaches  manag- 
ers to  brush  pygmy  hippo 
teeth  and  groom  camels. 

Drawing  business  insights 
from  beasts  is  not  just  a  Brit- 
ish trend.  At  least  12  stables 
worldwide,  inspired  by  the 
film  and  novel  The  Horse 
Whisperer,  now  teach  man- 
agers to  lead  horses  through 
jumps.  Such  exercises  may 
be  fun,  but  even  enthusi- 
asts admit  leading  animals 
is  not  like  leading  people. 
Says  Cisco  program  manager 
David  Loewy:  "Horses  are 
not  sycophantic  or  political." 
-AiliMcConnon 
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WHAT'S  NEXT 


in  Tirupur: 
Jobs  are  in 
danger 


\n  Industry 
rhat's  Fraying  Fast 

'he  rising  rupee  has  Indian  textile  makers  losing 
lusiness  and  laying  off  workers 


V  Nandini  Lakshman 
1  the  basement  of  the  white  -  and  - 
i:ue-painted  factory,  frail,  sari-clad 
Sivakami  is  checking  track  pants  for 
aws  before  they  are  shipped.  The  40  - 
jar -old  Sivakami  works  for  StaUion 
roup,  a  $20  million  garment  manu- 
eturer  in  Tirupur,  a  town  of  800,000 
lat  is  a  center  of  India's  apparel  in- 
jstry— and  a  focal  point  for  a  gather - 
ig  crisis  in  Indian  manufacturing.  For 
le  past  six  months,  Sivakami's  eight 
ork  shifts  a  week  are  down  to  six. 
jer  current  $70  monthly  income  has 


Some  500,000  Indian  textile  workers  have 
lost  their  jobs  in  the  past  six  months,  and 
that  could  rise  to  1  million  by  March 


shrunk  25%,  and  she  has  been  strug- 
gling to  feed  her  unemployed  husband 
and  college-going  son.  It's  grim,  but 
Sivakami  is  staying  put.  "I  have  no 
choice,"  she  whispers. 

The  rest  of  the  world  is  transiixed  by 
the  fast  rise  of  India's  info  tech  Indus  - 
try.  But  the  tech  companies  spawned  in 
Bangalore  employ  only  2  million.  The 
textile  and  apparel  industry  employs 
88  miUion,  and  its  strength  is  key  to 
India's  economy.  Right  now  those 
companies  are  being  squeezed  hard 
by  the  rupee,  which  appreciated  11% 
against  the  dollar 
in  2007.  That 
has  driven  up  the 
costof  Indian  ap- 
parel—and driven 
U.S.  and  Euro- 
pean retailers  to 


switch  orders  to  Pakistan,  Bangladesh, 
and  Sri  Lanka,  whose  currencies  are 
cheaper.  "If  we  don't  get  the  right  price 
in  India,  we  will  move  elsewhere,"  says 
Rajan  Naik,  a  buyer  for  }.C.  Penney. 

Indian  textile  companies  are  scram- 
bling to  shore  up  their  businesses,  even 
turning  to  U.S.  private  equity  firms. 
Others  are  laying  off  factory  hands. 
Some  half  a  milhon  textile  work- 
ers have  lost  their  jobs  in  the  past  six 
months.  That  could  rise  to  1  million  by 
March,  says  the  Federation  of  Indian 
Exporters. 

'JUST  THE  BEGINNING' 

StalUon  Group  is  typical.  The  com- 
pany, which  makes  apparel  for  clients 
such  as  Fruit  of  the  Loom  and  Jones 
Apparel  Group,  is  a  small  operation 
that  gets  70%  of  its  business  from  the 
U.S.  In  the  past  year  it  has  cut  prices  by 
one  -  fourth  to  counter  the  rising  rupee . 
But  Stallion  still  has  lost  four  U.S. 
clients,  and  sales  are  down  40%  in  the 
last  six  months.  The  company's  head 
count  has  fallen  from  2,000  to  900. 
"We  are  now  fighting  just  to  cover  our 
overhead,"  says  K  A  S  Thierumurthi, 
Stallion's  managing  partner. 

Bigger  companies  are  exploring 
other  options.  In  August,  Gokaldas 
Exports,  India's  largest  apparel  ex- 
porter, sold  out  to  private  equity  player 
Blackstone  Group  for  $165  million.  The 
reasons:  falling  profitability  and  rising 
global  competition.  "We  wanted  to 
leverage  Blackstone's  financial  muscle 
and  contacts,"  says  Rajendra  J.  Hinduja, 
executive  director.  Gokaldas  now  plans 
to  team  up  with  Blackstone's  textile 
companies  in  Europe.  Other  Indian  mill 
operators  are  going  offshore.  Welspun 
India,  for  example,  a  $240  million 
maker  of  towels  and  sheets,  has  built  a 
factory  in  Mexico  from  scratch.  Now  it 
can  sell  to  U.S.  customers  without  wor- 
rying about  the  rupee. 

Such  ambitious  efforts,  says 
Hemant  B.  Patel,  a  textile  analyst  at 
Mumbai-based  Enam  Securities, 
are  only  possible  for  the  big  players. 
Smaller  outfits  such  as  Stallion  face  the 
painful  choice  of  whether  to  struggle 
on  alone  or  merge  with  others.  Mean- 
while, job  losses  are  mounting.  Says 
Patel:  "This  is  just  the  beginning  of  the 
textile  crisis."  IBWI 
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INFO  TECH 


Measuring  Your 
Digital  Footprint 

Garlik  rates  people  on  popularity  and  impact  online. 
Its  backers  include  Web  inventor  Tim  Berners-Lee 


By  Jennifer  L.  Schenker 
Barack  Obama  may  or  may  not  become 
the  next  President  of  the  U.S. ,  but  he's 
a  winner  on  the  Internet.  His  status 
in  cyberspace  now  surpasses  that  of 
Hillary  Clinton,  former  British  Prime 
Minister  Tony  Blair,  celebrity  chef 
Jamie  Oliver,  and  even  Paris  Hilton,  ac- 
cording to  Garlik,  a  British  startup  that 
rates  people's  digital  reputations. 
Such  rating  systems  aren't  new.  But 


Garlik's  service,  called  QDOS,  claims 
to  operate  on  an  unprecedented  scale. 
Garlik  founder  and  CEO  Tom  Ilube 
says  QDOS  has  taken  the  digital  mea- 
sure of  all  45  miUion  adults  in  Britain, 
rating  them  on  how  active  they  are 
online,  their  popularity,  individuality, 
and  impact  on  all  things  digital.  Sim- 
ply by  registering  at  qdos.com,  British 
residents  can  view  colorful  charts 
showing  how  they  stack  up  in  each 


fi  m'^% 


category.  Garlik  aims  to  kick  off  the 
service  in  the  U.S.  in  the  first  quarter^ 
of  2008,  and  to  assign  scores  to  half ;  i 
billion  people  by  yearend. 

Garlik's  small  staff  obviously  can't  i 
perform  millions  of  ratings — and  thej\ 
don't  have  to.  Working  with  board 
member  Tim  Berners-Lee,  credited 
with  creating  the  World  Wide  Web, 
Garlik  is  testing  next -generation 
"semantic  Web"  technology  that 


it  s  a  go,  go, 
open,  revise, 
attacli,  send, 
go  world. 


WHAT'S  NEXT 
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itomates  the  scoring  process  based 
1  how  many  different  Web  sites  carry 
[formation  about  each  individual,  how 
lany  other  people  are  interested  in 
lat  data,  and  other  such  measures. 
Garlik  already  has  plenty  of  com- 
jtitors.  Consumer- credit  reporting 
jencies  and  startups  such  as  LifeLock, 
laimID,  TrustedID,  and  Reputation- 
efender  all  help  consumers  moni- 
iT,  manage,  and  control  their  online 


reputations.  ClaimlD  bundles  all  the 
things  its  customers  want  other  people 
to  see  about  them  online,  then  applies 
software  to  make  sure  this  information 
pops  up  when  their  names  are  typed 
into  a  search  engine.  Lifelock,  which 
says  it  has  about  half  a  milhon  U.S. 
customers,  uses  a  system  of  alerts  to 
thwart  identity  theft. 

For  Garlik,  status  monitoring  is  actu- 
ally a  new,  free  service  designed  to  help 
promote  its  for -pay 
security  software, 
called  DataPatrol. 
The  program  per- 
forms a  weekly  scan 
of  some  4  biUion  Web 
pages  to  see  where  personal  informa- 
tion on  Garhk  customers  is  lodged  and 
which  parts  increase  the  risk  of  identity 
theft.  The  software  generates  a  monthly 
"personal  identity  statement"  giving 
customers  a  risk  rating  and  pinpoint- 
ing any  new,  sensitive  information  they 
should  act  on.  The  service  costs  $6  a 
month  after  a  30-day  free  trial  and  is 
sold  through  banks,  insurance  compa- 
nies, and  Internet  service  providers. 


Garlik's  Tom  llube 
and  Mike  Harris, 
awash  in  the  data 
that  inform  their 
rankings 


Ilube  and  Garlik  Executive  Chairman 
Mike  Harris  have  some  experiences 
with  digital  ventures.  Harris  is  the 
founder  of  Egg,  an  online  bank  that  was 
sold  to  Citigroup  in  2007  for  $1.1  bil- 
hon.  Ilube  served  as  the  chief  informa- 
tion officer.  "Imagine  the  impact  of  a 
searchable  source  of  tens,  or  hundreds 
of  millions,  of  QDOS  status  scores," 
says  Ilube.  People  could  use  such  as- 
sessments in  recruiting,  or  to  find  sta- 
tus-appropriate mates.  Corporations, 
Ilube  notes,  spend  millions  of  dollars 
analyzing  consumer  information. 
Someday,  he  says,  "consumers  will 
demand  to  be  active  participants  in  that 
personal  information  economy."  1 BW 1 


LINKS 


E-recourse 

Suppose  someone  badmouths 
you  on  a  blog.  ClaimlD  and  others 
sell  software  to  neutralize  the  barb, 
writes  Michael  C.  Habib  in  the  Oct. 
1 5,  2007,  issue  of  netConnect. 
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E-COMMERCE 


Arts  and  Crafts 
Find  New  Life  Online 

Web  sites  are  building  communities— and 
businesses  — on  the  growing  do-it-yourself  craze 


By  Heather  Green 

It's  an  overcast  December  afternoon, 
but  the  Pop  Up  Community  Center 
in  downtown  Mantiattan  is  buzzing. 
Spread  along  a  white  wooden  table,  a 
half-dozen  people  are  ironing  plastic 
bags  together  to  create  a  fabric  made 
of  recycled  material.  Others  are  bent 
over  sewing  machines,  turning  the 
plastic  into  colorful  tote  bags,  wallets, 
even  pillows.  Occasionally  they  turn 
for  advice  to  Anda  Lewis  Corrie,  who  is 
leading  this  workshop  on  transforming 
old  plastic  bags  into  useful  objects. 
Just  another  community  service 
project?  Not  quite.  Corrie  works  in 
marketing  for  Etsy,  an  online  mar- 
ketplace where  people  sell  their  own 
handmade  crafts.  And  this  workshop 
is  all  about  sharing  the  do-it -yourself 
(DIY)  experience — an  impulse  that 
Etsy  and  a  number  of  other  companies, 
large  and  small,  have  converted  into  a 
sizable  business.  Etsy  won't  reveal  its 
revenues  but  expects  to  turn  a  profit 
early  next  year  on  what  it  takes  in  from 
a  20(f -per-item  listing  fee  and  the  3.5% 


Make: 


commission  on  goods  that  merchants 

sell  through  the  site.  In  2007  those 

merchants  sold  1.92  million  items 

worth  a  total  of  $26.5  million,  according 

to  Etsy.  The  2  V2  -year -old 

startup  produces  online 

videos,  hosts  virtual  town 

halls,  and  runs  workshops 

with  the  goal  of  persuading 

more  folks  to  teach  each 

other  to  create  and  sell 

crafts  on  Etsy.  Since  it's  a 

sort  of  eBay  for  handmade 

crafts,  the  more  people 

who  sign  up  to  sell  their 

handiworks  on  the  site,  the 

better  the  company  does. 

Says  Corrie:-"We  want 

to  help  people  make  a  living  making 

things." 

COLLECTIVE  KNOWLEDGE 

Although  the  craft  craze  is  well-estab- 
hshed,  with  sales  hitting  $31  billion  in 
2007,  it's  taking  off  with  a  vengeance 
online.  Hubert  Burda  Media,  Germa- 
ny's 58 -year-old  sewing -magazine 


DIGITAL  TOOLS  FOR  THE  HANDY 


BURDA 

At  the  online  community 
BurdaStyle,  Germany's 
magazine  and  sewing- 
pattern  giant  offers 
designs  that  members 
alter  and  share  as  they 
choose.  This  gets  Burda 
buzz  for  its  patterns 
outside  Europe. 


ETSY 

Etsy  runs  workshops 
and  tutorials  to  encour- 
age people  to  sell  hand- 
made crafts  on  its  Web 
marketplace.  It  makes 
money  from  a  20(t;-per- 
item  listing  fee  and  a 
3.5%  commission  on 
sales  through  the  site. 


INSTRUCTABLES 

lnstructables.com  show- 
cases 7,500  detailed 
how-tos  submitted  by 
visitors— everything 
from  making  cranberry 
vodka  to  building  a 
wind-powered  gen- 
erator. The  site  makes 
money  on  advertising. 


and  pattern  giant ,  relaunched  its 
English -language  BurdaStyle  Web  s  ■ 
in  July  to  share  sewing  patterns  that 
can  be  modified  to  make  new  design 
by  the  site's  visitors.  Sebastopol 
(CaUf.)  publisher  O'Reilly  Media 
launched  Make  and  Craft  over  the  p£ 
three  years;  they're  print  and  online 
how-to  magazines  that  pluck  examp  s 
from  the  intricate  videos  and  design 
blueprints  that  readers  submit  onlin 
At  the  site  of  British  startup  Style  - 
Shake,  users  design  and  work  togeth 
online  on  their  own  cocktail  dresses 
which  they  can  send  to  the  company 
have  turned  into  clothing  for  them. 
Many  of  these  companies  say  the\ 
trace  their  lineage  to  the  open-sourc 
technology  movement  formed  in  tht 
'90s  by  computer  programmers  who 
wanted  to  create  soft  - 
ware  anyone  could  buiL 
^j]^K  i      upon.  Rather  than  one 
^^»»        expert  teaching  people 
how  to  do  something,  tl 
open- source  movemen 
underscored  how  group 
of  people  could  share 
expertise  and  build  on 
that  knowledge.  Now  tl' 
mindset  is  rapidly  sprea 
ing.  Says  Elizabeth  Osdn 
a  visiting  professor  at  til 
Annenberg  School  for 
Communications  at  the 
University  of  Southern 
Cahfornia:  "There  is  thi 
resurgence  of  interest  ir ; 
DIY  and  then  the  desire 
to  bundle  up  pieces  of  information  ar 
share  them  in  an  open -source  way." 
For  Burda,  the  timing  couldn't  be 
better.  The  company  wants  to  create ; 
virtual  DIY  community  beyond  Euro}' 
It's  the  biggest  pattern  seller  there, 
yet  it  claims  less  than  2%  of  the  U.S. 
market.  So  while  Burda  doesn't  profit! 
from  the  patterns  that  are  pulled  fron^ 
its  Web  site,  it  hopes  word  of  mouth 
will  boost  sales  of  its  other  patterns  ir;| 
the  U.S.  Each  week  Burda  publishes  a 
different  pattern  onhne,  for  items  sue 
as  wide -leg  trousers  or  a  pencil  skirt 
with  pleats.  They  appear  as  PDFs  that 
visitors  can  copy  to  their  computers  0 
print  out.  Sewers  can  alter  the  patterr 
as  they  fancy,  and  there  are  no  restric- 
tions on  selling  finished  clothing. 


Make: 
Tips  from 
readers  in 
print  and 
online 
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Popovici  uses 
BurdaStyle 
patterns, 
then  sells  her 
clothing  on  Etsy 


WHAT'S  NEXT 


The  BurdaStyle  community  gets  into 
11  open- source  swing  after  each  new 
ittern  is  posted.  Members  swap  writ- 
n  tips  and  post  photos  in  the  digital 
rum  and  group  blog  on  how  to  alter 
e  designs.  They  even  create  detailed, 
3p-by-step  shde  shows  demonstrat- 
ig  how  to  change  the  collar  on  a  jacket 
turn  pajamas  into  maternity  wear, 
ilaunched  five  months  ago,  BurdaStyle 
IS  about  29,000  members  and  clocks 
;  million  page  views  a  month. 
It  has  a  loyal  fan  in  Mirela  Popovici. 
le  28-year-old  spends  hours  on  the 
:e  downloading  patterns,  getting  ad- 
ce  in  the  forums  from  other  members. 


and  creating  how-to  sUde  shows.  A 
computer  programmer  by  day,  the  Hol- 
lywood (Fla.)  resident  spends  her  eve- 
nings and  weekends  whipping  up  skirts, 
dresses,  and  tops.  Last  January  she 
created  a  shop  on  Etsy.  Popovici  signed 
up  for  free  to  register  a  Web  site  on  the 
service  under  her  name  at  mirela. etsy. 
com,  paying  Etsy  only  listing  fees  and 
sales  commissions.  Now,  in  addition  to 
lingerie  and  jewelry,  she  sells  some  of 
the  clothing  she  makes  using  Burda's 
patterns.  "I  love  to  alter  their  patterns," 
Popovici  says.  "And  having  the  com- 
munity makes  it  so  easy  to  figure  out 
how  to  make  different  alterations." 


Etsy  was  one  of  the  pioneers  of  turn- 
ing sharing  into  good  business.  Early  in 
2007  it  created  Etsy  Labs,  a  community 
space  at  its  headquarters  in  a  ware- 
house near  scruffy  downtown  Brook- 
lyn. About  a  dozen  times  a  month, 
Etsy  sellers  and  other  craftspeople 
hold  evening  classes  where  they  teach 
others  in  the  Etsy  community  how  to 
be  handy,  showing  them  how  to  design 
and  sew  stuffed  animals,  build  their 
own  musical  instruments,  and  bind 
books.  The  company,  founded  by  three 
twentysomething  friends  who  met  as 
undergrads  at  New  York  University, 
now  has  50,000  active  sellers  and 
600,000  registered  members. 

POWER-TOOL  DRAG  RACERS 

The  online  DIY  movement  is  hottest 
among  people  under  30.  Using  the 
Internet  is  second  nature,  and  they  al- 
ready share  almost  every  aspect  of  their 
lives  on  the  Web.  It's  just  a  step  to  shar- 
ing that  knowledge  in  the  real  world. 
Last  year,  45,000  people  crowded  the 
San  Mateo  (Calif.)  Fairgrounds,  where 
Make  was  holding  its  second  annual 
Maker  Faire.  It  brought  together  300 
innovative  DIYers  and  featured  power - 
tool  drag  races  (belt  sanders  and  weed 
whackers  on  wheels  can  reach  6omph) 
and  a  life  -  size  mechanical  giraffe . 

Eric  Wilhelm's  experience  reflects 
the  urge  to  be  more  hands-on.  While 
earning  his  PhD  in  mechanical  engi- 
neering at  Massachusetts  Institute 
of  Technology,  the  then  -  23  -  year  -  old 
took  up  kitesurfing.  He  didn't  have 
thousands  of  dollars  for  equipment, 
so  Wilhelm  built  his  own  boards  and 
posted  detailed  designs  on  his  Web  site. 
Readers  asked  for  more  information 
and  help  building  other  projects.  So  two 
years  ago  he  launched  Instructables. 
com,  where  anyone  could  contribute 
how-tos  and  get  reader  feedback. 

Now,  Instructables  has  7,500  direc- 
tions for  everything  from  making  a 
pinhole  camera  to  sculpting  a  chair  out 
of  wood.  "My  grandfather  had  a  bunch 
of  baby-food  jars  with  screws  and  nails 
in  the  basement ,  and  after  ignoring 
the  skill  it  took  to  use  those,  people 
are  now  seeing  that  that's  valuable," 
Wilhelm  says.  "They're  afraid  of  losing 
touch  with  how  to  do  stuff.  That's  why 
it's  hip  and  cool  to  knit  now."  1 BW 1 
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065  Flood  insurance  in  your  fuf 

066  Au  naturel  pinot  noirs 


'BEST  PLACES  TO  RAISE  YOUR 

KIDS  RAISES  A  RUCKUS  .,0.^...^.,,.. 

Few  subjects,  it  seems,  are  of  more  passionate  interest  to  our  readers  than  how  to  raise  their  kids.  Afte 
BusinessWeek.com  posted  its  first  annual  Best  Places  to  Raise  Your  Kids  list  in  November,  the  reac- 
tion v/as  fast  and  furious.  The  report,  our  most  popular  online  story  ever,  garnered  over  22  million  pa^ 
views  and  more  than  500  reader  responses.  While  some  applauded  our  choices,  others  were  appalled 
I  "I  guess  we're  all  supposed  to  pick  up,  saddle  up  the  horses,  and  move  out  to  Nebraska,"  reader  John 


Sasko  said— a  reference  to  the  11  Nebraska  ham- 
lets, all  with  populations  under  2,500,  on  the 
list.  As  Sasko  and  others  pointed  out,  we  didn't 
reward  towns  for  ethnic  diversity  or  for  ample 
employment  opportunities,  factors  that  would 
favor  more  urban  places.  Indeed,  most  of  the 
top  50  places  are  small  towns  in  the  Midwest. 
To  create  the  list,  we  teamed  up  with  New 
York  real  estate  researcher  OnBoard,  which 
tracks  data  on  some  25,000  towns,  suburbs, 
and  other  locales  in  the  U.S.  The  firm  win- 
nowed the  pool  to  500  towns  with  the  highest 
test  scores  and  lowest  crime  rates.  We  then 
pared  that  list  to  the  50  that  fared 
best  in  each  of  five  categories  (in  order  of 
weight):  test  scores  and  crime  (equally 
weighted),  cost  of  living,  recreational  and 


cultural  activities,  and  number  of  schools. 

Readers  debated  more  than  Nebraska,  and  the 
extended  online  conversation  raised  points  we 
hadn't  considered  when  determining  what  goes 
into  a  great  place  for  parents  and  kids.  Here's 
how  the  war  of  words  went  for  the  five  towns 
that  generated  the  most  responses  online. 


1.  Groesbeck,  OH 


Population  7,207 
Nearest  city  Cincinnati  (7  miles) 
Median  household  income  $49,235 
Top  category  Number  of  schools 


This  unincorporated  suburb  of  Cincinnati  was 
tops  on  our  list  because  it  has  superb  schools 


LOWEST  CRIME 
South  Cleveland,  TM 

HIGHEST  TEST  SCORES! 
Fort  Thomas,  KY 

LOWEST  COST  OF  LIVINW 
Jamestown,  KY 

MOST  RECREATIONAL  &  t, 
CULTURAL  ACTIVITES 
Buffalo  Grove,  IL 

MOST  SCHOOLS  NEARBt 
Echelon,  NJ 
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Groesbeck  has 
great  schools, 
but  some  worry 
about  a  lack  of 
diversity 


nd  is  less  than  a  half- hour  drive  from  attrac- 
ons  such  as  the  Cincinnati  Zoo  and  Kings 
iland  amusement  park.  But  some  took  issue 
dth  the  town's  lack  of  diversity.  "Groesbeck  is 
2%  white,  which  makes  it  a  great  place  to  raise 
'hite  kids— not  so  much  if  you're  a  person  of 
olor,"  noted  a  reader  with  the  handle  "party 
;  over  in  cincity,"  citing  statistics  from  the 
ooo  U.S.  Census. 

While  some  credit  for  Groesbeck 's  top  marks 
oes  to  nearby  Saint  James  School— a  private 
iementary  school  honored  for  the  fourth  time 
1 20  07  by  the  No  Child  Left  Behind  Blue  Rib  - 
on  Schools  Program— one  reader  warned  of 
'hat  can  be  an  inverse  relationship  between 
!St  scores  and  diversity.  "Using  No  Child  Left 
ehind  rankings  as  criteria  instantly  wipes 


out  any  areas  with  a  sizable  new  immigrant 
population  (new  to  English  equals  lower  read- 
ing scores),"  said  a  reader  going  by  the  screen 
name  NJL. 


3.Deerfielcl,IL 


Population  18,420 

Nearest  city  Chicago  (27  miles) 

Median  household  income  $107,194 

Top  category  Recreational/cultural  activities 


Some  readers  raved  about  Western  Springs  and 
Deerfield,  the  affluent  suburbs  of  Chicago  that 
ranked  Nos.  2  and  3.  "Our  neighbors  are  great, 
our  schools  are  fantastic,  we  have  plenty  of 
green  space,  and  we're  only  20  minutes  from  all 
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the  cultural  amenities  of  downtown  Chicago. 
What's  not  to  like?"  said  John  Jeanneret. 

Well,  for  some  it's  the  cost  of  Uving.  The 
lUinois  towns  we  listed  are  "far  too  expensive 
for  most  median-income  families  to  even  afford 
a  small  condo,"  said  Rose,  adding  that  "property 
taxes  can  easily  break  $20,000  a  year."  And  one 
Deerfield  resident  going  by  "ns"  said  "Chicago- 
land  has  the  highest  gas  prices  in  the  country." 
(In  fact,  gas  prices  in  Chicago  are  lower,  on 
average,  than  in  cities  such  as  New  York  and 
Los  Angeles,  according  to  AAA,  though  they  are 
higher  than  the  national  average.) 


5.  Arapahoe,  NE 


Population  1,028 
Nearest  city  Lincoln  (192  miles) 
(Median  household  income  $28,500 
Top  category  Number  of  schools 


Nebraska  towns  dominated  our  hst  largely 
because  the  cost  of  living  is  so  low.  An  Arapahoe 
resident  with  the  handle  "Small  towns  rock" 
said  a  night  at  the  movies  costs  her  family  of  five 
$20.  "Small  Midwest  towns  are  much  cheaper 
to  Uve  in,  especially  since  a  lot  of  the  local  at  - 
tractions  are  community-owned,"  she  said. 

But  there's  a  flip  side,  said  reader  DC:  Parents 
are  likely  to  have  a  much  harder  time  earning 
a  living.  "Cities  with  low  costs  of  living  often 
have  low  wages,  due  to  depressed  job  markets 
and  high  unemployment,"  DC  said.  And  when 
kids  grow  up,  they  may  face  the  same  dilemma. 
"The  lower  economic  conditions  in  Nebraska 
keep  children  from  thinking  they  can  do  more," 
said  a  reader  who  raised  children  in  New  York 
before  marrying  into  a  Nebraska  family.  "From 
my  experience,  they  either  farm— a  dying  ven- 
ture—or live  off  the  state." 

Not  everyone  agrees.  "I  couldn't  have  gotten 
a  more  solid  childhood  and  education  any- 
where else,"  said  JLS,  an  Arapahoe  native.  "I've 
gone  on  to  travel  the  world  and  earn  a  six-figure 
salary  working  for  the  U.N." 

8.  Lackland  Air  Force  Base,  TX 


^ 


Population  7,123 

Nearest  city  San  Antonio  (12  miles) 

Median  household  income  $32,250 

Top  category  Recreational/cultural  activities 


None  of  the  towns  we  ranked  would  appeal  to 
everyone,  but  Lackland  does  not  even  welcome 


everyone— it's  restricted  to 
famiUes  of  Air  Force  personnel 
stationed  at  the  base  12  miles 
outside  San  Antonio.  Although 
readers  such  as  Marty  con- 
tended that  the  area  surround- 
ing the  base  "has  a  high  rate 
of  crime,  dropouts,  and  teen 
pregnancy,"  parents  on  the  base 
have  the  luxury  of  living  in  a 
gated  community  of  sorts. 

Brigadier  General  Darrell 
Jones,  who  raised  his  family  in 
Lackland,  said  his  son  "could 
run  around  the  base  and  we 
didn't  worry  about  where  he 
was  as  long  as  he  was  home  for  dinner." 
(Jones  commented  in  a  Lackland  Air  Force 
Base  online  newsletter,  reacting  to  the 
BusinessWeek.com  rankings.) 

Reader  Carla  S.  raised  four  children  on  base 
and  said  the  base  high  school  offers  plenty  of 
extracurricular  activities.  One  son  was  part  of 
a  state  -  champion  team  in  the  U.S.  Academic 
Decathlon  for  high  schools.  And  Lackland 
parents  take  a  more  active  role  in  their  kids' 
lives,  she  said,  since  "youngsters  who  could 
not  behave  well  jeopardized  their  parents' 
privilege  to  live  on  base." 


35.  Franklin,  GA 


» 


Population  902 

Nearest  city  Atlanta  (65  miles) 
Median  household  income  $19,125 
Top  category  Cost  of  living 


Many  readers  expressed  a  desire  to  raise 
their  kids  in  a  wholesome  community  in  the 
country— but  one  with  access  to  the  schools, 
attractions,  and  job  opportunities  of  the  city. 
Franklin,  about  an  hour  outside  Atlanta  and 
strong  in  the  criteria  we  used,  looks  like  one 
such  "Goldilocks"  town.  Reader  MC,  who  grew 
up  and  spent  30  years  in  Franklin,  proclaimed: 
"We  have  the  best  of  both  worlds  here — 30 
minutes  to  an  hour's  drive  from  any  type  of  cul- 
tural entertainment,  and  I  know  almost  all  of 
my  neighbors  and  can  call  them  by  name." 

Others  were  shocked  Franklin  made  the  hst. 
"The  median  income  being  $19,000  says  it  all. 
It  is  an  impoverished  rural  area  with  a  depressed 
economy,"  said  LY.  Added  JBW:  "Check  out  the 
obesity  rate.  The  number  of  trailers.  The  abso- 
lute lack  of  any  economic  development."  1 BW 1 


Enjoying  Fourth 
of  July  festivities 
at  Lackland  Air 
Force  Base,  near 
San  Antonio 


Town  Criers 

Readers  suggested 
more  than  80 
places  that  didn't 
make  the  cut. 
These  seven  got 
the  most  votes: 

Ada,  Ml 
Boise,  ID 
Logan,  UT 
Oakwood,  OH 
Philadelphia,  PA 
Phoenix,  AZ 
Spearfish,  SO 
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Back  in  2001  the  Federal  Emergency  Manage- 
ment Agency  (FEMA)  launched  an  ambitious  effort 
to  bring  its  maps  of  the  U.S.  into  the  digital  age. 
By  Anne  Field  Many  of  the  maps ,  meant  to  show  flood  -  prone 

leas,  hadn't  been  reviewed  for  20  years  or  more,  even  as  two  trends  intensified:  a  pattern  of  more  severe 
forms  nationwide  and  stepped-up  real  estate  development  that  made  water  absorption  more  difficult 


WHY  YOU  COULD  SOON  BE 
IN  A  FLOOD  ZONE 


1  certain  regions.  Updated  maps  are  start  - 
ig  to  come  online,  with  many  more  due  to  be 
pproved  over  the  next  three  years.  By  the  time 
EMA  is  finished,  homeowners  could  find  they 
re  living  in  a  new  flood  zone  with  financial  risks 
;iey  hadn't  anticipated.  Here  are  answers  to  key 
uestions  about  the  FEMA  changes. 

iTiat  does  this  mean  for  me  ? 

•you  Uve  in  an  area  deemed  to  be  flood -prone 
nd  you  have  a  federally  backed  mortgage,  you 
lay  be  required  to  buy  flood  insurance.  In  one 
pectacular  example,  maps  in  El  Paso  County, 
'ex.,  could  designate  as  many  as  7,000  addition - 
1  homes  as  being  in  a  high-risk  zone  because  the 
io  Grande  levee  system  failed  to  meet  govern - 
lent  standards. 

Your  odds  of  ending  up  in  a  freshly  designated 
ood  zone  are  greater  if  you  live  in  areas  where 
EMA  is  putting  most  of  its  resources,  includ- 
ig  such  states  as  Louisiana,  Ohio,  and  Florida. 

low  do  I  get  flood  insurance? 

asic  homeowmers'  pohcies  don't  cover  damage 
om  floods  caused  by  water  entering  a  house 
om  the  outside.  Your  best  option  is  to  buy  it 
iom  FEMA's  National  Flood  Insurance  Program, 
irough  an  agent  with  a  participating  company 
lat  sells  the  policies.  You  can  only  buy  an  NFIP 
bUcy  if  you  live  in  one  of  the  20,300  communi- 
es  that  participate  in  FEMA's  flood  program, 
hose  localities  have  agreed  to  take  steps  to 
duce  flood  risk  and  to  enact  emergency  plans. 

l/hat  does  it  cover? 

nfortunately,  coverage  is  fairly  limited.  The 
ost  you  can  buy  is  $250,000  for  building 
image  and  $100,000  for  the  contents  of  your 
ame.  Flood  insurance  also  won't  cover  such 


tilings  as  a  finished  basement  or  the  living 
expenses  you  might  have  to  pay  while  your 
house  is  being  repaired.  If  you're  in  a  high-risk 
area,  you'll  pay  as  much  as  $2,462  annually  in 
premiums.  Closer  to  the  coast,  premiums  can 
be  double  that  amount. 

What  if  I  want  more  extensive  coverage  ? 

You  might  be  able  to  sign  on  with  one  of  a  hand- 
ful of  insurance  companies  offering  other  op- 
tions. There  are  excess -coverage  pohcies,  which 
pay  for  damages  above  the  NFIP's  $250,000 
hmit,  available  from  Chubb,  Fireman's  Fund 
Insurance,  and  others.  In  some  cases  you  have 
to  be  an  existing  client  to  buy  one. 

Is  the  insurance  worth  it  even  if  I  don't  live 
in  a  flood -prone  area? 

Flood  damage  is  probably  a  lot  more  common 
than  you  think.  Plus,  the  NFIP's  rates  are  fairly 
inexpensive.  For  homes  in  low-  to  moderate- 
risk  zones  that  haven't  been  flooded,  there's  a 
preferred-risk  policy,  with  premiums  of  up  to 
$317  annually.  iBWi 


Basic 

homeowner 
policies  don't 
cover  most  flood 
damage 
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066  WINE    ROBERT  PARKER 


AUNAWREL 
PINOT  NOIRS 


Eric  Sussman,  who  founded  Radio- 
Coteau  Wine  Cellars  in  2002,  is  one 
of  a  growing  band  of  producers 
using  a  "natural"  approach,  includ- 
ing hand-picked  grapes  and  organic 
yeast  fermentation.  Sussman  made 
his  mark  growing  a  range  of  grapes 
along  California's  Russian  River  and 
Sonoma  Coast.  I'll  focus  on  his  two  top 
Pinot  Noir  vintages— the  warm,  heady 
2004s,  which  are  soft  and  opulent,  and 
the  cool,  Burgundy-like  2005s. 


89 


POINTS 


2004  Pinot  Noir 
Alberigi 

This  ruby-colored 
offering  exhibits  plenty 
of  sweet  strawberry  and 
black  cherry  fruit,  silky 
tannin,  and  a  heady 
finish.  It  should  be 
consumed  over  the  next 
three  to  four  years.  $42 


90 


POINTS 


2004  Pinot  Noir 
Terra  Neuma 

From  a  vineyard  in  the 
Bodega  Headlands  on 
the  Sonoma  Coast,  this 
is  a  spicy,  earthy  wine 
with  outstanding 
richness.  It  should  drink 
nicely  for  seven  to  eight 
years.  $48 


Sussman 
eschews  theei 
high-tech  wai 
of  most  large( 
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2005  Pinot  Noir 
La  Nebiina 

This  wine  has  a  medium 
ruby  hue,  more  body 
than  the  2004,  and 
sweet  red  and  black 
fruits  mixed  with  notes  of 
minerality  and  apple 
skins.  It  is  ideal  for 
drinking  over  the  next 
four  to  five  years.  $42 
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2004  Pinot  Noir  Savoy 

From  the  cool  climes 
of  the  Anderson  Valley, 
this  wine  possesses 
blueberry,  black  cherry, 
and  earthy  notes, 
terrific  fruits,  and  nicely 
integrated  tannin.  This 
cuv6e  is  a  blend  of  the 
Martini,  Pommard,  and 
Dijon  clones.  $48. 


92 


POINTS 


2005  Pinot  Noir 
Alberigi 

This  dark-ruby-hued, 
medium-  to  full-bodied 
wine  offers  sweet  plum, 
black  cherry,  gamey, 
floral,  and  forest-floor 
aromas.  It  is  a  complete, 
rich,  intense  Pinot  to 
enjoy  during  its  first  five 
to  eight  years  of  life.  $45 


92 


2005  Pinot  Noir  Savoy 

Displaying  pure  black 
raspberry,  blueberry, 
and  sweet  black  cherry 
characteristics,  it  is  full- 
bodied  and  rich.  This  is 
one  of  the  strongest 
efforts  I  have  tasted  from 
this  Anderson  Valley 
vineyard.  Should  evolve 
for  up  to  a  decade.  $50 
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POINTS 


2005  Pinot  Noir 
Terra  Neuma 

Revealing  superb 
potential,  this  wine  has 
forest-floor,  roasted 
herb,  black  cherry,  plui. 
and  spice-like  aromas. , 
will  benefit  from  one  to 
two  years  of  cellaring 
and  should  drink  well  f'! 
10  years.  $50 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential  wini  J 
critic.  Visit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter.  The  Wine  Advocated 
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rhe  Watchword  for  Media:  Scarcity 

}aper  pinch,  slower  Web  traffic,  and  striking  writers  make  for  a  liarsh  new  reality 


s  if  media  companies  didn't  already  have  enough  going  on,  now  they 
ive  something  else  to  look  forward  to  in  2008:  scarcity,  i  I  don't  mean 
16  "scarcity"  media  knew  in  easier  times,  back  when  owning  printing 
resses  or  broadcast  towers  gave  you  a  stranglehold  on  distribution, 
ick  when  there  was  no  newfangled  noisy  megaphone— the  Internet - 


rough  which  those  whom  tradition - 
ists  call  "nonprofessionals"  could 
oadcast  their  own  media. 
I'm  talking  about  a  more  old- 
shioned  scarcity  of  raw  materials, 
agazine  and  newspaper  publishers  are 
ready  feeling  the  pinch  of  steep  in- 
sases  in  the  paper  prices,  a  quotidian 
jmbut  one  that  represents  publishers' 


largest  nonlabor  expense.  Meanwhile, 
the  time  Americans  spend  on  the  Web 
(another  iinite  commodity)  has  actu- 
ally backslid  in  the  past  few  months, 
compared  with  2006's  stats,  according 
to  comScore  data,  which  also  shows 
stagnation  in  Web  traffic  growth.  These 
scarcities  differ  from  another  one— a 
shortage  of  scripted  TV  shows  thanks  to 


the  ongoing  writer's  strike— in  that  they 
look  more  permanent  than  temporary. 

Bear  with  me  while  I  sketch  out  the 
structural  changes  in  the  paper  market. 
In  years  past,  publishers  bought  from 
a  wide  constellation  of  papermakers. 
So  it  was  easier  to  play  one  suppHer 
off  another  to  get  price  cuts,  and  thus 
manufacturers'  attempts  at  price  in- 
creases often  did  not  stick. 

That  state  of  affairs  is  over  for 
the  foreseeable  future,  if  not  for- 
ever, thanks  to  a  wave  of  mergers  that 
reached  a  zenith  last  year  with  the 
nuptials  of  Bowater  and  Abitibi  Price, 
the  top  two  newsprint  players  in  the 
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North  American  market.  Private  equity 
has  consohdated  ownership  among 
manufacturers  of  coated  paper,  which 
magazines  use.  All  these  deals  have 
dampened  supply.  Coated  paper  prices 
increased  10%  last  year,  and  further 
hikes  are  expected  in  '08.  Newsprint 
prices  will  balloon  11%  this  year,  ac- 
cording to  industry  tracker  Pulp  <6! 
Paper  Week,  although  other  observ- 
ers are  convinced  prices  will  go  even 
higher.  The  crowning  irony  is  that  this 
is  happening  even  as  dropping  circula- 
tion has  taken  much  demand  out  of  the 
market,  and  thus  the  suddenness  of  the 
increases  has  surprised  many. 

This  lashes  another  lead  weight  onto 
pubhshers  already  struggling  through 
choppy  waters.  (Pundits,  including 
myself,  have  for  years  expected  more 
magazines  to  close;  higher  paper  prices 
may  accomphsh  what  years  of  slug- 
gish advertising  did  not.)  It  also  leads 
to  a  raft  of  not  -  good  imphcations. 
Publishers  will  be  tempted  to  shrink 
circulation  (since  marginal  circulation 
just  got  much  more  unprofitable),  and 
magazines  will  consider  cutting  back 
on  the  size  and  quality  of  paper.  If,  hke 
me,  you  believe  the  physical  attributes 
of  print  lure  readers  and  advertisers, 
this  is  a  bad  road  to  go  down.  It  will  also 
accelerate  the  move  online,  assuming 
media  executives  still  need  a  shove. 

But,  as  comScore's  data  show,  even 
growth  on  the  Web  has  its  limits.  It  is 
becoming  clear— at  last!  —that  there 
are  limits  to  how  much  media  the  aver- 
age human  can  consume.  So  the  battle 
for  the  same  eyeballs  will  intensify. 
"People  are  not  going  to  spend  that 
much  more  time  in  front  of  their  PCs," 


"People  are  not  going  to  spend  that  much 
more  time  in  front  of  their  PCs.  The  big 
growth  is  over." 
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says  an  executive  at  a  top 
Web  property.  "The  big 
growth  is  over." 

That  sounds  a  touch 
dramatic  to  me.  Many 
have  it  worse  than  the 
Web.  The  big  sites 
continue  to  ring  up 
truly  staggering  stats,  and 
there's  a  huge  differ- 
ence between  stagnat- 
ing traffic  growth  and 
disappearing  audiences, 
which  virtually  all  other 
media  face.  But  the  new 
reality  will  nonetheless  re- 
shape online  media.  Look 
no  further  than  the  big 
portals,  which  are  already 
shifting  focus  to  monetize 
the  traffic  they've  got— think  of  Micro- 
soft buying  digital  advertising  and  tech- 
nology firm  aQuantive— rather  than  just 
chasing  after  more  eyeballs.  Meanwhile, 
it  won't  be  long  before  media  sites  are 
forced  to  grow  by  poaching  rivals'  traffic. 
Should  The  Wall  Street  Journal  go  free  on 
the  Web  under  News  Corp.  ownership, 
for  example,  anespecially  tasty  tit -for- 
tat  traffic  battle  will  doubtless  ensue 
with  The  New  York  Times. 

A  more  far-fetched  scenario  is  paint- 
ed by  an  online  executive,  who  suggests 
that  sites  may  start  trying  to  lure  users 
with  cheap  premiums  like  those  em- 
ployed by  gas  stations  during  the  price 
wars  of  the  early  1970s.  (But  perhaps  he 
and  I  are  the  only  ones  who  remember 
the  "collectible"  football  stamps  Su- 
noco gave  out  back  then.)  Look,  also,  for 
sites  that  tally  lots  of  steady  traffic  from 
the  same  loyal  users — a  description  that 
works  for  both  the 
Times  and  TMZ. 
com— to  loom  as 
more  valuable 
destinations  for 
advertisers,  since 
they're  better  bets 


to  avoid  traffic  erosion,  and  steadiness 
a  virtue  in  an  environment  of  scarcity. 
Which  brings  us  back  to  the  broad- 
cast networks'  current  battle  with 
strike -induced  scarcity.  They  may  be 
temporarily  immune  to  many  of  these 
challenges  since,  even  as  overall  Web 
traffic  growth  slows,  Web  video  growt 
still  skyrockets.  But  I  can't  help  think 
ing  that  the  networks'  best  move  wou 
be  to  cough  up  some  concessions  to 
placate  the  writers  and  get  back  to  the 
way  things  were.  Traditional  TV  argu- 
ably has  weathered  the  stampede  on-  ■ 
line  better  than  any  of  its  media  peers> 
There  is  still  scarcity  that  comes  with 
being  just  about  the  only  venue  that 
can  reach  more  than  10  miUion  people- 
at  once.  Preserving  that  is  worth  a 
modestly  generous  settlement,  so  lou] 
as  it  comes  before  viewers  flee  TV  for 
other  entertainment  options.  Just  askN 
the  pubhshers,  who  now  face  scarcity 
of  a  much  different  kind.  1 BW 1 
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l/licrosoft  and  Mac,  Happy  Together 

ffice:mac  2008  offers  a  host  of  special  features  Windows  users  will  envy 


071 


icrosoft  Office  is  so  closely  associated  with  Windows  that  few 
jople  realize  the  first  version,  in  1989,  was  for  the  Apple  Macintosh, 
ne  newest  upgrade,  Office:mac  2008,  achieves  a  level  of  intimacy 
ith  Mac's  OS  X  operating  system  that  would  make  a  lot  of  Windows 
jers  jealous,  if  they  only  knew, 

Microsoft  pulled  this  off  by  fi- 
lly taking  full  advantage  of  the  Intel 
ocessors  that  Apple  started  using 
2006.  The  new  Office  also  brings 
6  first  full  Mac  support  for  new  "file 
rmats"  that  Microsoft  introduced  on 
indows  a  year  ago  with  Office  2007. 
lat  means  if  you're  on  a  Mac  and  a 
Ueague  wants  to  send  you  a  Word, 
:cel,  or  PowerPoint  file  from  a  PC , 
no  longer  has  to  save  it  first  in  an 
der  format. 

Office:mac,  which  goes  on  sale  on 
a.  15,  doesn't  try  to  be  a  clone  of 
e  Windows  product.  For  example, 
e  developers  chose  not  to  adopt  the 
ibbon" — a  new  feature  that  re  - 
aces  menus  such  as  File,  Edit,  and 
€w  in  the  latest  version  of  Office  for 
indows.  Instead,  Officermac  adds 
mething  called  the  Elements  Gal- 
•y,  a  menu  bar  that  provides  vari- 
:s  helpful  shortcuts.  In  Word,  the 
llery  includes  an  easy  way  to  create 
Dies  of  contents  and  bibliographies, 
icel's  gallery  offers  an  assortment 
Preformatted  worksheets  for  such 
frposes  as  budgeting  and  invoices. 
16  gallery  in  PowerPoint  includes 
de  templates,  layouts,  and  transi- 
pns.  Shortcuts  for  inserting  tables, 
arts,  and  graphics  are  provided  for 
programs. 

Such  flourishes  reinforce  the  idea 
at  even  on  an  Intel  platform  run- 


The  upgrade  gives  core  Mac  users— creative 
types,  students,  home  users—an  office  suite 
that's  superior  to  Windows'  in  many  ways 


ning  Microsoft  programs,  Mac  users 
are  getting  something  special.  The 
software  is  also  less  corporate -focused 
than  the  Windows  product.  In  one 
sense,  the  new  Mac  version  of  Word 
is  like  the  more  capable  big  brother  of 
the  Pages  word  processor  that's  part  of 
Apple's  iWork  suite;  it's  more  at  home 
creating  an  illustrated  newsletter  or  a 
research  paper  than  drafting  a  corpo- 
rate memo  with  multiple  authors  and 
approvals. 

And  in  a  change  deeply  satisfying  to 
anyone  who  cares  about  typography, 
Word  finally  gains  support  for  liga- 
tures. These  are  special  characters  that 
combine  two  or  more  letters,  like  the 
"ffi"  in  Office.  You  might  not  even  no- 
tice the  difference,  but  in  a  subtle  way, 
ligatures  make  printed  text  look  much 
more  profession- 
al. The  Windows 
version  of  Office 
still  does  not 
support  ligatures. 
Excel  also  seems 
designed  for  the 


needs  of  small  businesses,  rather  than 
for  corporate  financial  modelers. 

One  concession  to  corporate  users 
is  much  better  support  for  Microsoft's 
Exchange  mail  and  calendar  system. 
While  not  quite  the  equal  of  Outlook 
on  Windows,  it  comes  close.  And  it 
one-ups  OutlookwithMy  Day— a 
small  floating  window  listing  your 
upcoming  appointments. 

To  run  Office:mac  2008,  you  need 
one  of  the  latest  versions  of  Mac  OS  X, 
either  Tiger  or  Leopard.  These  give  you 
access  to  a  program  cafled  Automator, 
which  lets  the  user  create  automatic 
scripts  for  repetitive  tasks.  With  Office 
running  on  Tiger  or  Leopard,  you  can 
also  send  a  PowerPoint  presentation 
to  iPhoto  and  load  it  from  there  into  an 
iPod.  (You  can't  do  the  same  in  Win- 
dows.) And  you  can  save  any  document 
in  Adobe  Acrobat's  PDF  format  with 
the  click  of  a  button. 

Office  2008  has  the  usual  complex 
Microsoft  pricing.  The  full  version 
costs  $400,  or  $240  as  an  upgrade.  The 
Home  &  Student  Edition  is  a  great  buy 
at  $150  for  use  on  up  to  three  comput- 
ers, but  it  lacks  support  for  Exchange 
mail  and  Automator  integration.  A 
Special  Media  Edition— for  $500,  or 
$300  as  an  upgrade— adds  professional 
tools  for  managing  photos  and  other 
digital  assets  and  expanded  support  for 
Exchange  and  Automator. 

I  don't  think  Office  2008  will  cause 
many  people  to  switch  from  Windows 
to  Macs,  though  there  are  plenty  of 
other  reasons  to  do  so.  But  it  does  give 
Mac  users— especially  creative  profes- 
sionals, students,  and  home  users  who 
are  the  core  of  Apple's  market —an 
office  suite  that's  superior  to  the  Win- 
dows version  in  many  ways.  IBWI 
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POISED  FOR 
THE  LONG  HAUL 

STOCK  PRICE  (DOLLARS) 


AES:  Getting  Everyone  Charged 

The  International  Energy  Agency  forecasts  that 
$5.5  trillion  will  be  spent  through  2015  to  meet  the 
world's  growing  need  for  power  infrastructure. 
More  than  60%  of  this  outlay  will  go  toward  elec- 
tricity generation  alone , 
and  few  companies  have 
the  knowledge  and  scale 
to  pounce  on  the  esca- 
lating demand  like  AES 
(AES).  The  Arlington 
( Va. )  company  builds 
and  operates  power 
plants,  mostly  overseas: 
Over  60%  of  its  income  comes  from  26  countries 
outside  North  America.  Conservative  in  outlook, 
AES  works  with  government  and  commercial  cli- 
ents on  long-term  contracts  measured  in  decades. 
Management  "has  cultivated  good  contacts  and 
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has  a  good  track  record,"  says  Shelby  Tucker,  an 
analyst  at  Banc  of  America  Securities,  which  own 
shares.  He  adds  that  solid  partners  make  cash  flov 
predictable :  AES  will  produce  nearly  $1.9  billion  i 
annual  free  cash  flow  by  20  0  9  and  $2.5  billion  by 
2011.  Tucker's  12 -month  target  for  the  stock,  now 
at  21.13,  is  26.  Analyst  Lasan  lohong  of  RBC  Capit  | 
Markets  pegs  it  at  30.  Consensus  estimates  on  Wa 
Street  call  for  AES  to  earn  $1.20  a  share  this  year, 
compared  with  $1.09  in  2007.  The  stock  is  also  at- 
tractive to  money  managers  worried  about  a  U.  S. 
recession.  Mani  Govil  of  the  $950  million  RS  Corel 
Equity  Fund,  which  has  a  3.4%  stake,  says:  "AES 
controls  its  own  destiny  no  matter  how  the  U.  S. 
does  over  the  next  several  years." 


Wii  Are 
The  World 


Last  year,  Nintendo  stock 
(NTDOF.PK)  shot  up  125%, 
thanks  in  part  to  its  Wii 
game  console  that  pulls  in 
women  and  seniors  with 
modules  ranging  from  cook- 
ing to  golf.  Rivals  focus  on 
males  10  to  30.  "Wii  was  a 
huge  success,  but  there  is 
still  a  long  way  to  go,"  says 
Juliet  Cohn,  who  has  put  1% 
of  the  $2  billion  Principal 
Diversified  International 
Fund  into  the  stock.  It  trades 
in  Tokyo  and  as  an  ADR 
over  the  counter.  Cohn 
sees  a  22%  earnings  jump 
in  2008,  up  from  2007's 
projected  $13.63  a  share. 
Nintendo's  new  Super 
Smash  Bros.  Brawl  appears 
on  Feb.  10.  "You  are  going 
to  see  unprecedented  sales 
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through  March— very,  very 
profitable,"  says  Michael 
Pachter  of  investment  bank 
Wedbush  Morgan.  Pachter 's 
price  target:  710,  up  from 
the  current  593.11.  Abonus: 
Nintendo's  1.9%  dividend. 

Unless  Otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Transocean 
Is  Drilling  Hard 

It's  contract -renewal  time 
for  companies  with  oil -rig 
drillers  for  hire.  But  Hous- 
ton's Transocean  (RIG), 
which  focuses  on  deepwater 
and  harsh-environment 
services,  has  already  secured 
contracts  to  2010.  Earnings 
could  jump  from  $8.32  a 
share  in  2007  to  $14.14  this 
year  and  to  $19.74  by  2010, 
says  Kurt  Hallead  of  RBC 
Capital  Markets.  He  says 
the  stock,  now  at  146.08, 
is  undervalued  based  on  its 
historical  price  -  earnings 
ratio  of  18.  His  12-month 
target:  163.  "No  other  driller 
has  the  same  backlog,"  he 
says.  Transocean  will  pay 
down  $5.5  billion  in  debt  by 
yearend.  Robert  MacKenzie 
of  Friedman,  Billings, 
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Ramsey  notes  that  manag. 
ment  has  been  less  aggres  ^ 
sive  than  competitors  in 
asking  for  higher  rates  au' 
has  room  to  hike  prices,  h 
sees  the  stock  at  172  in 
12  months.  IBWI 

Gene  Marcial  is  on  vacatic 
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tOFITING  FROM 
IE  POOR  IN  MEXICO 


ur  look  at  how  a  popu- 

r  poverty -fighting  tool 

IS  become  a  lucrative 

isiness  model  in  Mexico 

The  Ugly  Side  of  Micro - 

ending,"  In  Depth,  Dec. 

f)  ignited  reaction  from 

jvelopment  agencies, 

Dnprofits,  Mexican  banks,  and  individuals.  Some  readers  chided  borrowers  for 

)dicating  responsibility  as  they  plunged  into  debt.  Others  were  outraged  over 

nding  rates  that  top  100%.  And  a  few  readers  wondered  if  high -interest  lend- 

g  in  Mexico  fuels  desperation  and  more  illegal  immigration  to  the  U.  S.  On  that 

ibject —undocumented  workers — see  some  of  the  many  letters  we  received  about 

rizona's  tough  new  immigration  law,  covered  in  the  same  issue.  -Keith  Epstein 


Dw  sad  that  something 
hopeful  inevitably  turns 
tortionate.  Microcredit 
as  seen  as  a  way  to  help 
)or  women  and  other  dis- 
ivantaged  groups  become 
ttrepreneurs.  This  is  an 
ea  where  government 
ould  be  involved, 
reen  name:  Sue 

1  anecdotal  story  of  unfor- 
nate  payment  problems 
'uld  be  set  in  any  bank, 
it  your  article  focused  on 
inco  Azteca.  We  take 
ide  in  the  effectiveness  of 
mco  Azteca's  collection 
stem  and  do  not  consider 
"ugly."  Microlending  is 
le  way  to  infuse  capital 
to  the  bottom  of  the  pyra- 
id  in  developing  markers. 


Is  it  expensive?  Yes.  But  in- 
terest-rate caps  would  only 
lead  to  scarcity  of  capital 
and  a  step  backward,  to  loan 
sharks  and  pawn  shops. 

Daniel  McCosh 
Director,  Financial  & 
International  Information 
Grupo  Salinas 

MEXICO  CITY 

I  am  disgusted  that 
Wal-Mart  would  join  the 
[lending]  fray  in  Mexico. 
With  its  Christian  base,  it 
has  a  moral  responsibility 
to  run  its  banking  arm 
in  a  way  that  could  help 
the  poor.  I  have  spent 
$24,809.25  at  Wal-Mart  in 
the  last  three  years.  It  has 
seen  my  last  dime. 
Screen  name:  Jayne  P. 


I  wish  the  piece  could  have 
been  titled  "The  ugly  and 
only  side  of  unchecked 
usury."  We  at  the  Micro- 
credit Summit  Campaign 
found  that  133  milhon  fami- 
lies had  a  microloan  in  2006, 
93  million  of  whom  were 
among  the  very  poor  when 
they  started.  Some  90%  of 
these  poorest  clients  are  in 
Asia,  where  they  are  paying 
four  to  five  times  less  in  in- 
terest than  the  80%  to  100% 
being  charged  by  the  lenders 
you  profiled  in  Mexico.  Let's 


call  a  loan  shark  a  loan  shark. 
Sam  Daley-Harris 

WASHINGTON 


We  were  deeply  disappoint- 
ed by  the  portrayal  of  our  af- 
filiate. Banco  Compartamos. 
The  article  focused  on  two 
unhappy  clients  of  a  bank 
with  high  retention  and 
extraordinarily  low  dehn- 
quency  rates — a  bank  whose 
client  base  has  grown  from 
64,000  in  2000  to  more 
than  765,000  today. 

You  failed  to  place  Com- 
partamos' interest  rates  in 
the  context  of  the  Mexican 
market,  where  capital  and 
labor  are  expensive  com- 
pared with  other  developing 
markets.  Compartamos' 
rates  are  lower  than  those 
charged,  on  average,  by 
other  Mexican  microfinanc- 


[Wal-Mart]  has  a  moral  responsibility  to  run  Its 
banking  arm  in  a  way  that  could  help  the  poor.... 
It  has  seen  my  last  dime,  -screen  name:  jayne  p. 
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ing  institutions.  The  bank  is 
more  profitable  than  others 
because  it  is  more  efficient. 
Microfinance,  which  cannot 
fulfill  its  potential  without 
for-profit  investment,  is 
not  for  everyone.  Nor  is  it  a 
panacea  for  global  poverty. 

Success  requires  disci- 
pline and  entrepreneurial 
skills  from  the  client — and 
from  the  lender,  a  scru- 
pulous assessment  of  the 
client's  ability  to  pay.  But 
microfinance  improves  the 
lives  of  poor,  working  cHents 
in  the  vast  majority  of  cases. 

Maria  Otero 
President  &  CEO 
ACCION  International 

WASHINGTON 

be  created  in  Mexico.  A  large 
percentage  of  Mexicans  are 
self-employed  in  the  infor- 
mal economy  and  do  not 
have  access  to  traditional 
financing  to  make  their 
small  businesses  grow. 

Lionel  Sosa 
Executive  Director 
Mexicans  &  Americans 
Thinking  Together 

SAN  ANTONIO 

How  can  you  blame  hard- 
working, poor  Mexican 
citizens  for  sneaking  across 
the  U.S.  border?  The  only 
way  to  fix  America's  illegal 
immigration  problem  is  to 
fix  Mexico. 
Screen  name:  Robert 

The  real  issue  here  is  not 
whether  microfinance  helps 
the  poor.  It's  the  immorality 
of  the  outrageous  interest 
rates  charged-rates  that 
would  give  old-fashioned 
Mafiosi  pause.  As  for 
Wal-Mart,  apparently  it  is 
not  enough  to  exploit  its 
American  employees  with 
poor  wages  and  benefits, 
as  it  is  now  joining  the  loan 
jackals  fighting  over  the 
carcasses  of  the  Third 
World's  poor. 

Screen  name:  George  P. 

"It's  easy  to  feel  sorry 
for  the  people  whose 
possessions  get  repossessed 
after  business  fails,  but 
it's  hard  to  be  sympathetic 
toward  the  Wal-Mart 
shoppers  buy[ing]  the 
plasma  screen  TV!" 
Zuckin,  on  Kiva.org 

Microfinance  may  make 
borrowing  more  convenient, 
rather  than  affecting  the 
traditional  "impact" 
measures-income, 
consumption,  health,  and 
education.  Ultimately,  as 
with  any  service,  the  best 
measure  of  microfinancing's 
value  is  whether  the 
customer  continues  to 
use  it. 

Brett  Coleman 

Private  &  Financial  Sector  Dept, 
Europe  &  Central  Asia  Region 
World  Bank 

WASHINGTON 

Done  correctly,  microloans 
do  help  people  achieve  their 
dreams.  They  are  an  impor- 
tant part  of  the  solution  to 
the  immigration  problem 
between  the  U.S.  and  Mexi- 
co. Experts  agree  that  to  halt 
the  influx  of  undocumented 
workers,  more  jobs  need  to 

IMMIGRATION 


IS  ARIZONA'S  LAW 
AHELPORAHINORANCE? 

Arizona's  law  punishing 
employers  who  hire  illegals 
sounds  like  it  might  work 
("Hire  an  Illegal  Worker, 
Lose  Your  Business," 
What's  Next,  Dec.  24). 
If  Washington  would  enact 
a  temporary -worker 
program  to  pair  with  it,  the 
illegal -alien  problem  would 
disappear  with  no  harm  to 
the  businesses. 
Tom  Keller 

HENDERSON,  NEV. 


CLOUO  COMPUTING 

NAYS  AND  YEAS 

FOR  GOOGLE 

Regarding  "Google's  Next: 
Big  Dream"  (Cover  Story, , 
Dec.  24):  Is  it  just  me  or 
is  this  all  starting  to  sounci 
like  a  bad  sci  -  fi  story  ? 
The  computer  does  the 
work,  and  thousands  of 
Google  engineers  service 
the  machines. 

Screen  name:  stone  age  manr 


Cloud  computing  goes  baa 
almost  50  years.  Others  in 


Congress  needs  to  stop  pandering  to  its 
various  minority  constituencies.. .and  pass  a 
viable  guest-worker  program,  -williamclarkei 


The  Arizona  economy  needs 
immigrant  labor.  Congress 
needs  to  stop  pandering  to 
its  various  minority  constit  - 
uencies,  get  over  its  inertia, 
and  pass  a  viable  guest  - 
worker  program.  However, 
no  guest -worker  program 
should  be  a  guaranteed  path 
to  citizenship. 

William  Clarke 

RICHLAND.  WASH. 


Enforcing  these  laws  will 
do  nothing  to  help  Arizona. 
If  anything,  it  will  hurt  the 
state  as  crop  producers 
[and  other  businesses] 
consider  moving  out. 
That  is  a  net  loss. 

Screen  name:  Francisco 


the  community  contribut , 
important  technology  anoi 
standards.  It's  a  huge  corra 
munity  effort. 

Google's  real  merit  is 
a  powerful  business  modet 
built  on  one  of  our  basic 
needs:  curiosity.  So,  still  £j 
great  achievement! 

Screen  name:  wgentzsch 

Innovation  and  a  fresh 
approach  to  old  ideas 
is  not  bad.  I'm  glad 
Google  is  around— and 
that  they  encourage  peop 
to  think  out  of  the  box. 
Only  good  will  come 
from  Google's  venture 
into  the  clouds. 
Screen  name:  eddie  mayfield? 
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lUTSIDE  SHOT  THE  PROVOSTS  OF  11  PUBLIC  UNIVERSITIES 

Educational  Excellence,  Without  Ivy 

Itate  universities  react  to  our  report  on  Ivy  League  wealth— and  its  perils 
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lS  BusinessWeek's  Dec.  lo  article  on  "The  Dangerous  Wealth  of  the 
vy  League"  demonstrated,  a  sizable  resource  differential  is  develop - 
ig  between  America's  public  and  private  research  universities.  But 
tiis  worrisome— and  growing— funding  gap  cannot  be  solved  along 
tie  lines  proposed  in  the  story  by  Harvard  University  President 

rew  Gilpin  Faust.  President  Faust 
jggests  that  lesser-endowed  uni- 
srsities  should  back  off  from  "ambi- 
ous"  scientific  research  and  focus 
istead  on  social  science  and  the 
umanities. 

As  the  senior  academic  leaders  of 
.  public  research  universities,  we 
mphatically  reject  that  notion.  Col- 
ictively,  our  institutions  educate  more 
lan  380,000  students,  produce  1  in 
very  8  American  PhDs,  and  conduct 
lore  than  $4.5  billion  worth  of  re- 
;arch  every  year. 

Over  the  past  quarter -century, 
owever,  pubUc  universities  like  ours 
ave  been  in  the  grip  of  a  funding  vise: 
trained  state  budgets  have  brought 
gnificant  funding  decreases  at  the 
ime  time  that  we  are  trying  to  serve 
lore  students  and  hold  the  line  on 
lition  increases. 

"The  Dangerous  Wealth  of  the  Ivy 
eague"  reports  that  leaders  in  higher 
iucation  talk  about  a  race  for  sur- 
ival  among  universities.  But  what's 
aperiled  goes  beyond  the  public 
isearch  universities  themselves, 
he  relative  impoverishment  of  these 
;hools  threatens  to  upset  a  public  - 
rivate  balance  that  is  at  the  core  of 
merica's  status  as  the  world  leader  in 
igher  education  and  academic -based 
isearch.  That  balance  underwrites 
jr  ability  to  meet  global  competition 


institutions.  Since  World  War  II, 
when  the  country  realized  the  need 
to  provide  global  leadership,  we  have 
recognized  the  importance  of  research 
in  higher  education.  That  research  has 
yielded  huge  benefits. 

If  we  are  to  continue  the  extraor- 
dinary process 
of  discovery  and 
creativity  that  is 
the  hallmark  of 
our  great  research 
universities,  we 
must  be  willing  to 
provide  the  sup- 
port our  public 
institutions  need 
to  sustain  their 
educational  and 
scientific  excel- 
lence. The  ultimate 
stakeholder  is  the 
nation.  And  the 
stakes  are  high. 


Public  research  schools  educate  380,000 
students,  produce  1  in  every  8  PhDs,  and 
conduct  $4.5  billion  in  research  each  year 


with  social,  scientific,  and  economic 
leadership. 

We  believe  that  most  of  our  col- 
leagues at  private  research  universities 
would  agree  that 
it  benefits  our 
country— and 
private  universi- 
ties—to have  a 
strong  cadre  of 
public  research 


Rodney  A.  Er- 
ickson.  Provost, 
Pennsylvania  State 
University;  R. 
Michael  Tanner, 
Provost,  Univer- 
sity of  Illinois - 
Chicago;  Karen 
Hanson,  Provost, 
Indiana  Univer- 
sity-Bloomington; 
Linda  Katehi, 
Provost,  University 
of  Illinois  at  Urbana- Champaign;  Lola 
L.  Lopes,  Interim  Provost,  University 
of  Iowa;  Teresa  A.  Sullivan,  Provost, 
University  of  Michigan;  Kim  Wilcox, 
Provost,  Michigan  State  University;  E. 
Thomas  Sullivan,  Provost,  University 
of  Minnesota;  Joseph  A.  Alutto,  Pro- 
vost, Ohio  State  University;  Victor  L. 
Lechtenberg,  Interim  Provost,  Purdue 
University;  Patrick  Farrell,  Provost, 
University  of  Wisconsin- Madison  1 BW 1 
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076   BOOKS  I  HARDY  GREEN 


Thieves'  Highway 


How  the  Central  Pacific  Railroad  was  financed  and  pushed  through  by  a  quartet  of  venal  visionaries 


A  university,  a  hotel,  a  bank,  and  a  world-class  research  library:  Such 
might  be  the  primary  associations  today  with  the  names  of  four  com- 
manding 19th  century  Cahfornia  moguls.  But  in  their  time,  Leland 
Stanford,  Mark  Hopkins,  Charles  Crocker,  and  Collis  Huntington  were 
as  prominent,  as  powerful,  and  often  as  reviled  as  John  D.  Rockefeller 


or  J. P.  Morgan.  The  quartet,  known  as 
the  Associates,  were  the  movers  and 
shakers  behind  the  Central  Pacific,  the 
western  leg  of  what  became  the  trans  - 
continental  railroad.  They  "cared  only 
about  money"  and,  to  get  their  way, 
"bent  laws,  broke  rivals,  and  bribed 
governments,"  author  Richard  Rayner 
says,  to  become  "as  fabulously  wealthy 
as  anybody  in  American  history." 

The  Associates:  Four  Capitalists 
Who  Created  California  is  Rayner's 
astute  and  literate  history  of  the  men's 
achievements.  The  author  regards  his 
subjects  with  a  mixture  of  awe  and  re- 
vulsion. There  are  numerous  books  on 
the  transcontinental  railroad,  includ- 
ing David  Haward  Bain's  monumental 
Empire  Express.  Rayner  focuses  more 
on  the  moguls'  deeds  than  on  those  of 
the  surveyors  and  construction  crews, 
and  his  artful  effort  has  the  advantage 
of  being  short  enough  to  read  on  a 
Cahfornia  -  to  -  New  York  flight . 

In  Rayner's  telling,  it  is  Huntington 
who  appears  the  indispensable  figure, 
though  each  man  had  his  part  to  play. 
All  helped  come  up  with  seed  money— 
Huntington  and  Hopkins  drawing  on 
the  value  of  their  Sacramento  general 
store — although  most  of  the  capital 
was  raised  through  government  bonds. 
Crocker  personally  oversaw  the  daunt- 
ing task  of  pushing  the  largely  Chinese 
gangs  to  lay  track  through  the  Sierras 


In  this  astute,  artful  history,  the  author 
regards  his  subjects  with  a  mixture  of  awe 
and  revulsion 


and  as  far  beyond  as  possible.  Stanford, 
elected  governor  of  California  in  1861, 
was  an  important  political  wrangler, 
glad  -  handing  pols  across  the  West  and 
bribing  legislators  to  get  a  key  commit- 
ment of  $15  million  worth  of  California 
bonds.  But  it  was  Huntington  who 
did  the  yeoman's  service  in  the  East, 
"fixing  Congress  and 
keeping  it  fixed,"  buy- 
ing iron  for  the  rails, 
and  even  getting  Presi- 
dent Abraham  Lincoln 
himself  to  smooth  the 
way  for  the  purchase  of 
5,000  kegs  of  blasting 
powder. 

Nor  does  Rayner 
slight  an  important 
side  character:  the 
"visionary  who  dreams 
the  dream  but  sees 
none  of  the  wealth  that 
rains  on  others."  Theodore  Judah  was 
a  fanatic  for  the  idea  of  the  transconti- 
nental railroad,  publishing  pamphlets, 
badgering  congressmen,  plotting 
a  route  across  the  Sierras,  and  even 
drafting  most  of  the  1862  enabling  law. 
That  bill  provided  much  of  the  riches 
that  the  Central  Pacific's  organiz- 
ers would  glean,  notably  federal  land 
grants  all  along  the  roadbed,  ultimately 
amounting  to  20  million  acres.  Judah 
saw  none  of  it :  He  died  in  1 8  6  3 . 

The  railroad's 
construction 
pitted  the  13,500 
workers  against 
winters  that 
brought  as  many 
as  44  storms  and 


temperatures  of  -30F.  Tunnels  hadtt 
be  bored  through  granite  that  "bent 
steel  drills  like  licorice,"  and  prog- 
ress of  10  inches  a  day  was  a  triumphl 
Perhaps  1,500  men  died  in  the  mouni 
tains,  victims  of  mud  and  rock  slides 
weather,  and  excruciating  hand  labo 
In  the  meantime,  another  compan 
the  Union  Pacific  Railroad,  was  of 
course  racing  its  way  westward  from ' 
Omaha.  The  California  moguls  had 
hoped  to  extend  their  road  farther  ea ' 
but  the  two  railroads'  meet-up  point' 
came  in  Utah,  in  1869.  Shortly  there; 
ter  came  a  series  of  events  that  seem 
too  familiar  today:  massii 
scandals  revealed  in  Unici 
Pacific  funding  schemes; ; 
the  implosion  of  a  railroaa 
investment  bubble;  and  tt 
collapse  of  numerous  ban 
and  brokerages,  includ- 
ing the  august  house  of  Jii; 
Cooke  &  Son. 

The  Central  Pacific  waj 

shaken,  but  the  Associate 

held  on,  amassing  their 

greatest  wealth  in  the  ye£, 

that  followed ; 

The  Associates:  Four  they  squeezedi 
Capitalists  Who  Created  ,        j. 

^  V-^     •  u   r,-  ..    J  merchants  anc  ^ 
California  by  Richard  . 

Rayner;  Atlas  Books/  farmers  with 

Norton;  223pp;  $23.95         exorbitant 

freight  rates  ai. 
profited  from  the  sale  of  real  estate  in 
the  Los  Angeles  basin.  One  by  one, 
Huntington's  partners  died— Stanfo:- 
less  than  two  years  after  his  universit 
opened  its  gates.  Alone,  Huntington 
bore  the  brunt  of  an  1890s  popuhst  a, 
tack  stoked  by  rising  media  baron  W 
liam  Randolph  Hearst,  who  denounc 
Huntington's  attempts  to  evade 
repaying  $60  milhon  to  $80  million  i 
government  bonds.  Huntington  was 
forced  to  pay  up,  but  as  president  of 
11  companies  and  with  a  personal  ne1 
worth  in  excess  of  $100  million,  it  w£ 
a  sacrifice  he  was  able  to  endure.  1 BW 
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^        BASIC  BLACK  Cathie  Black  (Crown  $24.95)               5      1      2 
1        A  memoir  and  career  advice  from  the  CEO  of                    1 
'        Hearst  Magazines. 

n       THE  4-HOUR  WORKWEEK  Timothy  Ferriss                2            7 

J       (Crown  $19.95)  Defining  your  dreams  and  cutting 
"       loose  from  worit 

n      STRENGTHSFINOER  2.0  Tom  Rath  (Gallup            3          10 

■1       Press  $19.95)  Assess  your  talents  and  put 
**       them  into  practice. 

-        THE  AGE  OF  TURBULENCE  Alan  Greenspan             1       1      3 
Q       (Penguin  Press  $35)  A  memoir  combined  with                   1 
~       economic  analysis  from  the  Fed's  ex-chief. 

—       WOMEN  &  MONEY  SuzeOrman  (Spiegel  &              9      1       10 
n       Grau  $24.95)  Inspirational  prose  and  practical                   1 
"       tools  to  help  females  with  their  finances. 

p     THINK  BIG  ANO  KICK  ASS  IN  BUSINESS            8         2 

h       AND  LIFE  Donald  Trump,  Bill  Zanker  (Collins 
**       $26.95)  More  preening  from  the  Donald. 

n       THE  BLACK  SWAN  Nassim  Nicholas  Taleb                4            8 
/       (Random  House  $26.95)  Improbable  and  earth- 
■         shaking  events  are  in  fact  inevitable. 

g      LAUNCHING  A  LEADERSHIP  REVOLUTION          6         3 

K       Chris  Brady,  Orrin  Woodward  (Business  Plus 
**       $23.99)  Developing  the  skills  a  leader  needs. 

H       MICROTRENDSMarkJ.Penn  with  E.Kinney              7            3 
U       Zaiesne  (Twelve  $25.99)  Breezy  profiles  of 
**       niche  groups,  from  Pro-Semites  to  Pet  Parents. 

m^     MADE  TO  STICK  Chip  Heath,  Dan  Heath                   14         11 
11     (Random  House  $24.95)  Why  some  ideas  gain 
^     traction  while  others  fade  from  view. 

1^    THE  LITTLE  BOOK  THAT  MAKES  YOU  RICH          -    1     1 

M      Louis  Navellier  (Wiley  $19.95)  Growth-investing                  1 
strategies  for  everyman. 

n     THE  SHOCK  DOCTRINE  Naomi  Klein                       -    1     1 

J     (Metropolitan  Books  $28)  How  corporate  social                 1 
"     reengineering  often  follows  disasters. 

n      RIGGED  Ben  Mezrich  (Morrow  $25.95)  The                —           1 
A     glamorous  and  frenetic  world  of  oil  trading, 
**     from  Wall  Street  to  Dubai. 

.    OUR  ICEBERG  IS  MELTING  John  Kotter,               13        14 

IX     Holger  Rathgeber  (St.  Martin's  $19.95)  A  global- 
"      warming  fable  on  coping  with  change. 

.-    GO  PUT  YOUR  STRENGTHS  TO  WORK  Marcus       -        7 

Jj     Buckingham  (Free  Press  $30)  Identify  your 
assets  and  reap  the  rewards  you're  due. 
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1 

BLINK  Malcolm  Gladwell  (Back  Bay  Books 
$15.99)  Snap  judgments  deserve  careful 
consideration,  says  a  writer  for  The  New  Yorker. 

3 

9 

2 

THE  WORLD  IS  FLAT  Thomas  L.  Friedman 
(Picador  $16)  Globalization  is  great— sort  of, 
says  a  columnist  for  The  New  York  Times. 

1 

4 

3 

GOOD  TO  GREAT  AND  THE  SOCIAL  SECTORS 

Jim  Collins  (Collins  $11.95)  How  noncorporate 
organizations  can  excel. 

2 

24 

4 

THE  MONEY  BOOK  FDR  THE  YOUNG, 

FABULOUS  &  BROKE  Suze  Orman  (Riverhead 
$16)  From  career  plans  to  credit  cards. 

9 

9 

5 

A  GUIDE  TO  THE  PROJECT  MANAGEMENT 

BODY  OF  KNOWLEDGE  Project  Management 
Institute  (PMI  $49.95)  Delivering  results. 

4 

21 

6 

RULE  #1  Phil  Town  (Three  Rivers  Press  $14.95) 
Think  like  a  business  owner  and  target  your 
investments  accordingly. 

6 

3 

7 

FOOLED  BY  RANDOMNESS  Nassim  Nicholas 
Taleb  (Random  House  $14.95)  Uncertainty  and 
luck  in  dally  life  and  in  the  financial  markets. 

8 

' 

8 

THE  INTELLIGENT  INVESTOR,  REVISED 

EDITION  Benjamin  Graham,  with  Jason  Zweig 
(HarperBusiness  $19.95)  The  classic. 

10 

23 

9 

LEADERSHIP  AND  SELF-DECEPTION  The 

Arbinger  Institute  (Berrett-Koehler  $14.95)  Its  a 
leader's  motivation  that  matters,  says  this  fable. 

13 

15 

10 

WHAT  COLOR  IS  YOUR  PARACHUTE?  2008 

Richard  Nelson  Bolles  (Ten  Speed  Press 
$18.95)  The  enduring  job-search  bible. 

7 

3 

11 

A  WHOLE  NEW  MIND  Daniel  H.  Pink 

(Riverhead  $15)  The  future  belongs  to  creative 
"right-brain  thinkers." 

11 

9 

12 

J.K.  LASSER'S  YOUR  INCOME  TAX  2008 

The  J.K.  Lasser  Institute  (Wiley  $17.95)  Hey,  the 
deadline  is  months  from  now! 

— 

1 

13 

HARDWIRING  EXCELLENCE  Quint  studer 

(Fire  Starter  Publishing  $28)  Leadership 
evaluation,  by  a  health  care  veteran. 

— 

1 

14 

HOW  TO  WIN  FRIENDS  &  INFLUENCE 

PEOPLE  Dale  Carnegie  (Pocket  Books  $14) 
The  classic  networking  guidebook. 

12 

9 

15 

THE  TOTAL  MONEY  MAKEOVER  WORKBOOK 

Dave  Ramsey  (Thomas  Nelson  $17.99)  Shape 
up  your  finances. 
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(Penguin  $15)-  The  7  Habits  of  Highly  Effective 
People  Stephen  R.  Covey  (Free  Press  $15)' 
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INVESTING  IT. 
SPENDING  IT. 

BusinessWeek  TV, 

our  nationally  syndicated 
program,  delivers  actionable 
insight  into  personal  finance 
and  lifestyle  topics. 

Tune  in  for  the  full  show 
this  weekend,  or  catch  clips 
anytime  on  the  Web. 
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Find  your  Iccai  station  and  airtime  by 
zip  code  at  www.businessweel<tv.com 
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DVO  Seminar  and  Brochure! 

800-336-3933 
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all  transportation  within  Costa  Rica. 

Join  the  smart  shoppers  and  experienced  travelers 
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Most  Caravan  tours  are  $995  pp,  dbl.  occ,  plus  taxes  and  fees 
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State  Your  Business 


Too  many  mission  statements  are  loaded  with  fatheaded  jargon.  Play  it  straight 


Like  most  startups,  we  launched  with 
a  big  mission  that  was  going  to  change 
the  game.  Now,  several  years  out,  it 
appears  our  mission  isn't  going  to 
deliver  to  the  extent  we  had  hoped. 
How  do  we  come  up  with  another? 
Gerald  McLaughlin 

SHANGHAI 

What  an  honest  and  admirable  ques- 
tion. First,  because  so  few  leaders  have 
the  candor  to  admit:  "Our  approach 
to  the  market  seems  to  be  tanking.  We 
need  to  change  direction."  And  second, 
because  few  leaders  actually  get  the 
point  of  forging  a  mission  with  real 
grit  and  meaning.  Even  fewer  work 
with  their  people  to  come  up  with  a 
short  list  of  values  that  will  make  their 
mission  come  alive.  We  just  don't  get 
it!  Sure,  as  your  case  seems  to  suggest, 
having  a  mission  doesn't  guarantee 
winning.  But  not  having  one  invariably 
spurs  the  opposite. 

Sound  obvious  ?  We  would  have 
thought  so,  too,  except  that  for  each  of 
the  past  three  years,  we've  conducted 
a  two -day  seminar  with  about  lOO 
CEOs.  The  first  year  we  thought  we 
would  breeze  through  mission  and  val  - 
ues  in  about  a  half- hour  before  moving 
on  to  matters  more  pertinent  to  top  ex- 
ecutives, like  M&A.  To  our  shock,  more 
than  60%  of  the  CEOs  in  the  room  did 
not  have  a  company  mission,  and  80% 
had  no  explicit  set  of  company  values 
describing  how  employees  should 
behave  in  order  to  achieve  the  mission. 
The  second  and  third  years  were  basi- 
cally no  different  except  that  we  were 
prepared  for  several  hours  of  discus  - 
sion  on  these  two  messy  topics. 


Along  wi^li  vague  mission  statements,  most 
compani^salso  lack  values  with  grit.  Forget 
"excellen^i"  Try  "Never  lose  a  superstar" 


Messy  because  the  terms  mission 
and  values,  hijacked  by  business  school 
professors  and  consultants,  have 
largely  devolved  into  fatheaded  jargon. 
Almost  no  one  can  figure  out  what  they 
mean.  And  so,  like  the  CEOs  we've 
worked  with,  they  sort  of  ignore  them 
or  gussy  up  a  vague  package  deal  along 
the  hues  of:  "  Our  mission  is  to  be  the 
best  fill -in -the -blank  company  in  our 
industry"  and  "Our  values  are  excel- 
lence, integrity,  and  customer  service." 
In  other  words,  "Business  as  usual." 
To  answer  your  question,  then, 
here's  how  we'd  suggest  you  create  a 
new  mission  for  your  company,  and 
just  as  important,  anewset  of  values. 

Basically,  the  mission  starts  with 
you,  the  leader,  since  you'll  be  held 
accountable  for  it.  Yes,  listen  to 
everyone  with  something  smart 
to  say  about  your 
market  and  product— 
especially  contrarians 
and  customers.  Gather 
and  grok  data  galore. 
But  then  make  a  choice 
about  how  your  com- 
pany will  win.  Don't 
mince  words!  Remem- 
ber Nike's  old  mission, 
"Crush  Reebok"? 
That's  directionally 
correct.  And  Google's 
mission  statement  isn't  something 
namby-pamby  like  "To  be  the  world's 
best  search  engine."  It's  "To  organize 
the  world's  information  and  make  it 
universally  accessible  and  useful." 
That's  simultaneously  inspirational, 
achievable,  and  completely  graspable. 
With  your  mission  set,  more  of 

your  team  must 
get  involved  in 
estabHshing 
values.  After  all, 
you  are  trying  to 
describe  the  best 
behaviors  of  your 


best  employees  on  their  best  days  w 
enough  clarity  to  make  those  behavi 
easy  to  emulate,  measure,  and  rewai 
Consider  some  of  the  best  values  we 
heard:  Never  lose  a  superstar.  Comn 
nicate  bad  news  quickly.  Take  persoi 
ownership  of  results,  not  process. 
Unlike  the  usual  drivel,  those  mean 
something.  They  compel  action. 

And  that's  what  you  want,  both 
with  your  mission  and  your  values - 
especially  as  you  change  course. 
Good  luck  setting  sail  again. 

Would  you  hire  someone  with  an 

online  business  degree  ? 

Robert  Rodriguez 
CHICAGO 

Sure,  if  the  person  was  smart  and  tall 
ented  enough.  That's  our  answer  tod 
If  you'd  asked  us  a  y 
ago,  we  would  have 
hesitated.  But  recen 
we've  met  people  w 
onhne  degrees,  and ' 
''*    they  tend  to  have  a 
few  traits  in  commo 
They're  older,  work 
ing,  and  are  unable 
financially  to  pause 
two  years.  Yet  they'; 
hungry  to  break  ope; 
new  possibilities  in 
their  careers.  An  MBA  from  a  top  set 
will  always  have  cachet.  And  attendi 
a  campus  program  has  inimitable  vii 
tues.  But  to  count  out  a  candidate  ba 
on  an  online  degree  may  be  shortsigl 
ed.  People  working  all  day  and  stud)* 
onHne  all  night  have  the  kind  of  "grr 
most  companies  could  use.  1 BW 1 

BUSINESSWEEK.COM   I 

Jack  and  Suzy  Welch  await  your  questions. 
E-mail  them  at  thewelchway@buslness- 
week.com.  For  their  VIDEO  PODCAST,  go  to 
businessweek.com/search/podcastlng.htm. 
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LEXUS 


HAS  ONLY  ONE  PLANT  OUTSIDE  JAPAN. 

When  Lexus  needed  to  expand,  they  sought  the  same  impeccable  standards  they  developed 
in  Japan.  They  found  it  here,  in  Ontario.  Ontario  fulfilled  all  of  Lexus'  prerequisites:  our 
location  in  the  heart  of  North  America  and  transportation  infrastructure  linking  us  to 
millions  of  customers;  our  skilled  workforce  and  tradition  of  automotive  innovation;  and 
our  competitive  business  costs.  Since  the  first  RX  330  rolled  off  the  line,  the  Cambridge, 
Ontario  plant  has  satisfied  all  of  Lexus'  quality  demands.  In  fact,  Lexus'  parent  company, 
Toyota,  will  be  opening  a  second  Ontario  plant  in  2008.  The  Japanese  have  a  word 
for  continuous  improvement:  kaizen.  Now  they  have  another:  Ontario.  There's  no  better 
place  in  the  world  to  do  business.  __  ^--^^  . 
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WHEN  INFORMATION  AVAILABILITY  MATTER 
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SunGard.  Setting  new  standards  for 
Information  Availability  by  delivering 
a  range  of  solutions  that  meet  your 
specific  availability  objectives.  Flexi 

enterprise  wide  solutions  from  IT 

I 

management  to  Advanced  Recovery;.; 

i 
2,500  experts.  Three  decades  of  ^ 

experience.  100%  successful  reo 

track  record. 

To  see  how  SunGard  can  help  imprc' 
your  IT  availability,  stop 
by  www.availability.sungard.com/IA . 
or  call  1-800-871-5857  today. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Infoimation 


3inBl 
Infoi 
Connected.'"  '' 


680  East  Swedesford  Road,  Wayne  PA  19087 
1-800-871-5857  |  www.availability.sungard.com/l' 


TO  SEE  THE  TOP  SEVEN  ROADBLOCKS  COMPANIES  FACE  IN  ACHIEVING  INFORMATION  AVAILABIir 
AND  FIND  OUT  HOW  TO  AVOID  THEM  VISIT  WWW.AVAILABILiTY.SUNGARD.COM/IA. 
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Facebook  generation  worries 
ut  jobs,  health  insurance,  student 
IS,  and  credit-card  debt.  Now  it's 
ing  candidates  to  pay  attention. 
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WHEN  YOU  TURN  YOUR  CaR  OH,  DOES  IT  RETURN  THE  FAVOR? 


THE  Al|.-Mit 


2008  MOTOR  TREND  CAR  OF  THE  YEAR^ 

In  today's  luxury  game,  the  question  isn't  about  whether  your  car  has  a  world-class  interior.  II  isn't  about 
available  features  like  all-wheel  drive,  a  304  hp  Direct  Injection  V6,  and  a  40-gi(j  hard  drive.  It  isn't  even 
about  industry  accolades.  No,  in  today's  luxury  game,  the  real  question  is,  when  you  turn  your  car  on. 
does  it  return  the  favor?  Starting  at  $32,990."  Nicely  equipped  at  $42,880." 
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Giraffes  get  dropped  6  feet  to  the  ground  at  birth 


They  can't  avoid  rude  awakenings. 

But  you  can.  With  proven  performance  management  software  from  SAS. 

www.sas.com/giraffes 
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YOUTH  WILL  BE  SERVED 

What  do  they  want  ?  Change.  When  do  they  want  it  ?  In 
a  nanosecond.  When  Hillary  Clinton  filled  the  stage 
with  young  people  after  her  surprise  win  in  the  New 
Hampshire  primary  on  Jan.  8,  she  spotlighted  the  hot 
demographic  in  the  Presidential  race:  Millennials,  or 
Gen  Y.  Liberal  and  conservative  youth  alike  are  uniting 
around  the  idea  that  the  governmental  operating  system 
is  in  dire  need  of  an  update.  Barack  Obama,  whose 
campaign  has  benefited  most  from  the  youth  movement, 
came  in  a  close  second  in  New  Hampshire.  And  while 
he  jokes  about  being  older  than  dirt,  Senator  John 
McCain,  the  GOP  New  Hampshire  victor,  is  also  making 
a  play  for  Millennials.  i  bw  i  page  032  "Youthquake" 


ANXIETY  ON  THE  STREET 

It's  official:  The  stock  market  is 
suffering  a  "correction,"  sparked 
in  part  by  the  "R"  word.  Fears  of 
recession  grew  after  the  Labor 
Dept.  said  on  Jan.  4*that  the  U.S. 
economy  generated  just  1 8,000 
jobs  in  December,  the  least 
since  July,  2003,  and  the  job- 
less rate  rose  to  5%  from  4.7%. 
Economists  at  Merrill  Lynch  and 
Goldman  Sachs  declared  that  a 
recession  had  probably  already 
begun.  Even  President  George 
W.  Bush  acknowledged  that 
economic  indicators  had  become 


Sticking  to 
their  guns: 
Hillary  Clinton r 
supporters  in 
Manchester,  N' 
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ireasingly  mixed,"  and  talk  of  a 
lulus  package  intensified.  By 
.  9  the  S&P  500  had  sunk  more 
1  10%  from  its  October  high. 


TTHEM  HOUSING  BLUES 

anwhile,  homebuilders  and 
Jers  are  getting  staple-gunned 
he  floor.  Shares  of  Countrywide 
anclal,  the  nation's  biggest 
ie  mortgage  lender,  collapsed 
Ian.  8  and  9  after  the  company 
orted  a  jump  in  delinquencies, 
stock  was  off  90%  from  its 
ik  last  February.  Housing  starts 
24%  in  November  from  a  year 
ier.  Said  CEO  Jeffrey  Mezger 
CB  Home,  which  reported  a  big 
irterly  loss:  "The  days  of  the 
3er  are  gone." 

Housing:  A  Fresh  Jolt  of  Bad  News" 
inessweek.com/magazine 


fNE  BOWS  OUT 

)ther  Street  honcho  takes  a  fall: 
les  Cayne  resigned  as  Bear 
arns  CEO  on  Jan.  8,  though 

I  remain  as  chairman.  Presi- 
it  Alan  Schwartz  takes  over 
DEO.  But  the  work  of  rebuild- 
the  downtrodden  investment 
ik  has  only  begun.  Its  success 
/  depend  on  Joe  Lewis,  now 
biggest  shareholder.  And  just 
D  is  Joe  Lewis?  The  reclusive 
jstor  built  a  theme  restaurant 
pire  and  then  left  Britain  in 

79  to  avoid  capital  gains  taxes, 
a  currency  trader  he  made  a 
ng  by  betting  against  the  Brit- 
pound  in  1 992.  Now  he  heads 
Tavistock  Group,  which  owns 
)  companies.  Is  his  Bear  stake 
oorly  timed  investment,  a  take- 
ir  play— or  is  he  a  white  knight? 

I I  PAG  E  022  "Mauled  by  Bear 
srns" 


FFEE  WARS  HEAT  UP 

his  the  shot  Starbucks  badly 
!ded?  Shares  are  down  44% 
srthe  last  52  weeks,  and  it's 
'ing  trouble  boosting  business 
de  its  shops.  So  on  Jan.  7 
company  announced  it-  was 
istating  legendary  entrepreneur 


STARBUCKS'  SLIDE 


JAN.  8,  07  JAN.  9,  08 

Data:  Bloomberg  Financial  Markets 


Howard  Schultz  as  CEO,  a  posi- 
tion he  last  held  in  2000.  Plans 
include  slower  growth  in  the  U.S., 
new  store  designs  and  products, 
and  streamlined  management. 
Starbucks  may  hear  somebody 
closing  in:  On  Jan.  7,  The  Wall 
Street  Journal  said  McDonald's 
will  add  coffee  bars  to  its  nearly 
14,000  U.S.  stores.  McCappuc- 
cino,  anyone? 

I BW I  PAGE  028  "Howard  Schultz's 
Grande  Challenge" 


NOT  SO  GOLDEN  GLOBES 

The  writers'  strike  claimed  its  first 
victim  in  Tinseltown's  self-celebra- 
tion circuit  when  the  Hollywood 
Foreign  Press  Assn.  canceled  the 
Jan.  1 3  Golden  Globes  ceremony. 
That  puts  into  jeopardy  the  Feb. 
24  Academy  Awards  extrava- 
ganza, although  its  backers  say 
they  expect  the  show  to  go  on. 
The  Writers  Guild,  still  stalemated 
with  major  studios,  has  said  it  will 
seek  deals  with  smaller  producers, 
including  the  Tom  Cruise-backed 
United  Artists.  Warner  Bros. 
announced  on  Jan.  9  that  it  may 
lay  off  as  many  as  1 ,000  workers 
because  of  production  roadblocks. 


REVVED  UP  IN  REDMOND 

Microsoft  has  always  excelled 
at  reinvention.  Its  latest  incarna- 
tion: media  maven.  In  his  fare- 
well address  at  the  Consumer 
Electronics  Show  in  Las  Vegas 


on  Jan.  6,  Chairman  Bill  Gates, 

who'll  leave  his  day-to-day  role  in 
June,  announced  deals  with  NBC, 
Disney,  MGM  Studios,  TNT,  and 
Showtime  that  bring  top  TV  and 
movie  fare  into  his  electronic  orbit. 
How  about  finding  all  that  digital 
content?  On  Jan.  8,  Microsoft 
snapped  up  Norwegian  search  en- 
gine maker  Fast  Search  &  Transfer 
for  $1 .23  billion.  No  surprise  there 
since  Microsoft  expects  a  quarter 
of  its  revenue  in  the  next  decade 
to  come  from  selling  ads. 
H  "Microsoft  Buys  Fast,  Plays  Catch- 
Up"  businessweek.com/magazine 


SALLIE'S  NEW  CHAIRMAN 

The  beaten-down  stock  of  student 
lender  Sallie  Mae  got  a  7%  boost 
on  Jan.  7  when  the  company 
tapped  an  experienced  bank  turn- 
around executive  to  lead  its  board. 
Anthony  Terracciano  will  take  over 
the  chairmanship  from  CEO  Albert 
Lord,  who  shocked  investors  into  a 
sell-off  with  his  profane  language 
in  a  Dec.  1 9  analyst  call.  Sallie 
stock,  which  closed  at  1 8.64  on 
Jan.  9,  is  still  down  about  70% 
from  its  52-week  high  in  July.  And 
the  company  is  struggling  to  re- 
place a  $30  billion  credit  line  that 
will  soon  be  yanked  now  that  its 
sale  to  a  group  led  by  J.C.  Flowers 
has  collapsed. 


JUMPING  INTO  SILVER  LAKE 

Tired  of  seeing  fund  managers 
make  a  bundle  with  its  money, 
CalPERS,  the  nation's  largest 
public  pension  fund,  is  purchas- 


^891.70 

Spot  price  of 
an  ounce  of 
gold  on  Jan.  9, 
a  new  record 


Hayden  Panettiere 
announcing 
Golden  Globe 
nominees  in 
December 
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ing  a  10%  stake  in  private  equity 
firm  Silver  Lake  Partners.  The  firm 
specializes  in  technology  outfits. 
CalPERS,  which  handles  retire- 
ment and  health-care  benefits  for 
1 .5  million  California  government 
workers,  announced  late  last  year 
that  it  was  upping  its  commitment 
to  private  equity  by  more  than  $10 
billion.  In  addition  to  Silver  Lake, 
it  already  owns  stakes  in  money 
managers  Carlyle  Group  and 
Apollo  Investment. 


LUXURY  IN  THE  GULF 

What  goes  perfectly  in  1 1 5- 
degree  weather?  Silver  python 
sandals.  European  luxury-goods 
makers  are  rushing  to  open  gleam- 
ing emporiums  in  Gulf  hubs  like 
Dubai,  Qatar,  Kuwait  City,  and 
Jeddah  to  capitalize  on  explod- 
ing oil  wealth.  Fashion  houses 
such  as  Fendi  and  Chloe  report 
Mideast  sales  growth  of  30%  to 
50%  a  year.  And  the  stores  don't 
just  cater  to  the  region's  well-to- 
do.  Tourists,  particularly  nouveaux 
riches  from  Russia  and  Asia,  are 
also  flocking  to  places  like  Dubai 
to  drop  big  money. 
□  wwd.com 


COMCAST  GOES  HOLLYWOOD 

He's  not  actually  talking  an  infinite 
number  of  movies,  but  Comcast 
CEO  Brian  Roberts  on  Jan.  8 
launched  a  major  initiative  called 
Project  Infinity  to  bnng  films  and 
TV  shows  to  the  cable  giant's 
nearly  25  million  subscribers.  The 
move  will  increase  the  monthly 
movie-on-demand  offerings  from 
1 ,300  to  6,000  by  the  end  of 
2008.  Comcast's  new  Fancast 
online  service  would  also  link  Net 
surfers  to  online  TV  shows  as  well 
as  to  sales  of  DVDs,  theater  tick- 
ets, and  even  iPod  downloads. 


MIDEAST  MONEY 

Sovereign  wealth  funds  in  the 
Persian  Gulf  are  not  just  buying 
chunks  of  beaten-down  blue-chip 
companies.  They're  moving  into 
leveraged  buyouts,  sometimes 


alongside  private  equity  firms  and 
sometimes  by  themselves,  despite 
having  little  experience  operat- 
ing companies.  Some  are  joining 
forces  with  hedge  fund  activists. 
They're  making  bold  moves  to  earn 
stronger  returns,  preparing  for  a 
post-oil  world.  Bankers  estimate 
Gulf  funds  earned  $1 80  billion 
from  investments  in  2007— more 
than  half  the  $315  billion  they  col- 
lected in  oil  and  gas  revenues. 
I BW  I  PAGE  042  "Who's  Afraid  of  Mideast 
Money?" 


WEATHER  FOR  SALE? 

The  forecast  for  the  Weather 
Channel  may  say  "deal."  Landmark 
Communications,  the  closely  held 
company  that  owns  the  cable 
channel  as  well  as  TV  stations 
and  more  than  70  newspapers, 
is  exploring  its  options.  The 
Weather  Channel's  dominance  of 
its  niche— its  Web  site  gets  more 
page  views  than  Facebook— has 
led  observers  to  posit  a  $5  billion 
price  tag  for  that  asset  alone. 


Potential  bidders  for  the  company 
could  include  Gannett,  Comcast, 
Walt  Disney,  and  Yahoo! 


GOING  AFTER  CNET 

Investors  are  getting  fed  up  with 
online  tech  media  outfit  CNET 
Networks,  whose  stock  stands 
at  8.40,  down  46%  from  two 
years  ago.  An  investor  group  that 


The  Weather 
Channel's  Jim 
Cantore  (above^^ 
Krispy  Kreme 
doughnuts  (rigc 


DOLLAR  DOLDRUMS 


PERCENT  GAIN  AGAINST  THE  DOLLAR  IN  2007 


NOTE:  DATA  ARE  FOR  G10  NATIONS  ONLY 
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des  hedge  fund  Jana  Part- 
which  owns  a  10.5%  vot- 
ake,  proposed  in  an  SEC 
to  expand  CNET's  board 
8  to  1 3  and  to  nominate 
jctors  this  year.  The  ainn  is 
ost  CNET's  performance. 
T  says  Jana's  proposal  is 
iper  and  maintains  it  has 
sharpening  its  focus  and 
gement. 


SOARD  BUY? 

llobal  mix-and-match 
I  in  financial  exchanges 
)n.  NYSE  Euronext, 
id  out  of  the  merger  of  the 
York  Stock  Exchange  and 
je's  Euronext,  is  in  talks 
quire  the  long-struggling 
lean  Stock  Exchange,  The 
Street  Journal  reported 
n.  9.  Amex,  a  market- 
i  laggard  believed  to  be 
I  a  paltry  $350  million  at  a 
when  tech-savvy  bourses 
billions,  has  been  looking 
srmany  and  Canada  for  a 
■for  months. 


>RINGITININDIA 

was  one  of  the  first  foreign 
akers  to  enter  India  in  the 
but  it  has  been  sputtering 
since.  Now,  with  car  sales 
growing  at  20%-plus,  it's 
harder.  On  Jan.  8,  two 
before  the  debut  of  Ratan 
( $2,500  People's  Car  at 
ew  Delhi  Auto  Expo,  Ford 
t  will  invest  $500  million 
ubie  capacity  to  200,000 
at  its  Chennai  factory  and 
an  engine  plant.  Volkswa- 
a  late  entrant  in  India,  also 
ds  to  accelerate,  unveiling 
ill  car  on  Jan.  9  and  pledg- 
I  turn  out  1 10,000  vehicles 
r  by  2009. 


fAL  FOR  GOOGLE 

1  Search,  the  ballyhooed 
;h  engine  conceived  by 
ledia  co-founder  Jimmy 
5,  went  into  action  on  .. 
7  without  many  of  its 


promised  "collaborative" 
features,  prompting  a  chorus 
of  Bronx  cheers  around  the 
blogosphere.  Wales'  for-profit 
company,  Wikia,  started  the 
open-source  search  engine 
backed  by  some  $1 4  million 
from  a  who's  who  of  top  tech 
investors.  Wikia  published  the 
engine's  software  code  and 
said  that  along  with  algorithms, 
user  input  would  help  deter- 
mine search  results.  But  since 
that  feature  wasn't  working  on 
launch  day,  bloggers  razzed, 
and  Wales  had  to  plead  for 
patience. 

B  "Critics  Wallop  Wikia"  and  "The 
Spare  Design  of  Wikia  Search" 
businessweek.com/magazine 


FUZZY  BANK  FIGURES 

Fourth-quarter  earnings  reports 
from  banks  will  contain  some 
of  the  most  confusing  and 
unreliable  numbers  ever.  Many 
statements  will  be  loaded 
with  writedowns,  changes  in 
reserves,  and  other  assorted 
hits  to  profits.  And  those  num- 
bers are  suspect,  given  doubts 
about  valuations  on  assets. 
This  isn't  a  case  of  outnght 
earnings  manipulation.  Rather, 
the  mess  grows  from  the 
uncertainty  surrounding  home 
prices  and  mortgage-linked 
securities. 

I BW I  PAGE  024  "Bank  Earnings:  A 
Shot  in  the  Dark" 


FALL  OF  A  DOUGHNUT  MAN 

A  former  whiz  kid  at  Kraft, 
Daryl  Brewster  came  to 


Fastest  claim  based  on  total  network  size  (sq,  miles)  multiplied  by  network  upload/download  speed  capobility. 
Largest  claim  based  on  total  network  size  (sq.  miles)  User's  speed  experience  may  vary.  Coverage  not 
available  everywhere.  See  sprinl.com/coverage  for  details.  Sprint  Mobile  Broadband  Network  readies  over 
224  million  people  Not  available  in  all  markets/retail  locations.  ©2007  Sprint  Nextel.  All  rights  reserved 
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Krispy  Kreme  in  2006  brimming 
with  ideas  on  how  to  expand  the 
beleaguered  chain's  menu— test- 
ing Krispy  Kreme  Ice  Kreme  and 
doughnut  sundaes  in  stores,  as 
well  as  a  healthier  whole  wheat 
doughnut.  But  these  efforts 
didn't  do  enough  to  reverse  the 
sales  slippage,  and  on  Jan.  7 
the  company  said  Brewster  quit 
for  "personal  reasons."  News 
that  Chairman  James  Morgan, 
a  retired  investment  banker,  will 
succeed  Brewster— and  that  it's 
not  an  interim  appointment— is 
heating  up  speculation  about  a 
sale  or  a  breakup. 


TECH  PROVOCATEUR 

In  Silicon  Valley,  Adeo  Ressi  is  the 
talk  of  the  chattering  classes.  Last 
year  the  35-year-old  New  Yorker 
launched  TheFunded.com,  a  Web 
site  that  lets  entrepreneurs  anon- 
ymously rank,  review,  and  post 
comments  about  venture  capital- 
ists. Next  week,  Ressi  will  roll  out 
a  new  feature  allowing  entrepre- 
neurs to  post  confidential  details 
of  their  financing  offers.  Ressi 


just  moved  his  wife  and  daughter 

to  Palo  Alto,  Calif.— ground  zero 

for  VCs.  "I  don't  know  if  I  want  to 

stay  there  forever,"  says  Ressi.  "I 

may  need  to  run." 

I BW I  PAGE  54  "Show  Me  the 

Moneymen" 


CHINA'S  REAL  ENGINE 

Exports  are  the  fulcrum  of  China's 
economic  miracle,  right?  Not  re- 
ally, say  some  economists.  Data 
issued  by  Chinese  authorities 
show  that  exports  amounted  to 
almost  40%  of  gross  domestic 
product  in  2007.  But  Jonathan 
Anderson  of  Swiss  bank  UBS 
reckons  that  figure  falls  below 
10%  if  imported  components  are 
stripped  out.  By  that  measure, 
China  lags  the  U.S.,  where,  in  the 
first  nine  months  of  last  year,  net 
exports  represented  30%  of  gross 
domestic  product.  The  dynamo  of 
the  Chinese  economy,  as  it  turns 
out,  is  investment,  much  of  it  in 
infrastructure  and  heavy  industry, 
with  only  7%  directly  related  to 
exports. 
□  Economist.com 


BULGARIAN  BOOM 

Membership  has  its  privileges. 
That  old  American  Express 
tagline  certainly  seems  to  apply 
to  Bulgaria,  which  was  admitted 
into  the  European  Union  a  year 
ago.  Doomsday  predictions  that 
the  country's  entry  would  result 
in  a  rash  of  bankruptcies,  as  local 
companies  succumbed  to  a  flood 
of  higher-quality  imports  from  the 
rest  of  Europe,  have  not  come 
to  pass,  reports  the  Dec.  31  / 
Jan.  7  issue  of  BusinessWeek 
Bulgaria.  Instead,  many  Bulgar- 
ian companies  are  consolidating 
their  positions,  aided  by  stock 
market  listings.  And  others  are 
starting  to  invest  abroad,  mainly  in 
nearby  Romania,  Macedonia,  and 
Serbia.  Bulgarians  are  also  taking 
advantage  of  the  new  freedom 
of  movement  that  EU  member- 
ship affords.  Many  Bulgarians 
now  travel  to  Greece  to  shop 
and  vacation,  while  professionals 
commute  each  day  to  Bucharest, 
Romania's  capital,  where  prevail- 
ing wages  are  nearly  double  what 
they  are  at  home. 
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THE  FED  MAY  HAVE  TO  PLAY  CATCH-UP 

Rising  joblessness  suggests  the  downdraft  from  the  credit  crunch  is  spreading,  and  the 
central  bank  will  have  to  slash  rates  more  aggressively  to  avoid  a  nasty  recession 

It  looks  as  if  the  Federal  Reserve  is  crawling  out  of  the  frying  pan  and  into  the  fire.  Under  heavy  pre.^ 
sure  from  the  credit  markets,  the  central  bank  has  been  scrambling  to  ease  liquidity  strains.  So  far, 
those  actions  are  showing  good  results.  Now,  though,  with  recession  starting  to  look  ever  more  liku 
the  heat  under  policymakers  is  coming  not  just  from  Wall  Street  but  from  Main  Street  and  Capitol i' 
Hill.  The  Fed  now  faces  one  very  pointed  question:  Have  its  efforts  to  protect  the  economy  from  thi 

allowed  credit  market  woes  to  infei- 


credit  turmoil  that  flared  up  last  Au- 
gust been  too  little,  too  late? 

The  December  labor  market  report 
was  a  shocker,  especially  the  jump  in 
the  politically  sensitive  unemploy- 
ment rate,  to  5%,  from  4.7%  in  No- 
vember and  from  4.4%  in  March.  That 
rise  may  be  signaling  that  the  impact 
of  credit  strains,  on  top  of  the  hous  - 
ing  slump  and  soaring  energy  costs,  is 
spreading.  Historically,  it's  rare  for  the 
jobless  rate,  a  broad  measure  of  eco- 
nomic performance,  to  rise  as  much 
as  it  has  in  recent  months  without  the 
economy  being  in  a  recession. 

A  severe  recession  would  be 
especially  dangerous  in  the  current 
financial  climate.  Tighter  credit  is 
already  partly  to  blame  for  fading 
growth.  A  full-fledged  contraction 
in  economic  activity  that  hammers 

FEWER  BUSINESSES  ARE 
HIRING  NEW  WORKERS 


NET  PERCENTAGE  OF  278 
PRIVATE-SECTOR  INDUSTRIES 
ADDING  TO  THEIR  PAYROLLS* 


I.  06  DEC.  07 

•50%  REPRESENTS  A  BALANCE  OF  INDUSTRIES 
ADDING  AND  SUBTRACTING 

Data:  Bureau  of  Labor  Statistics,  Global  Insight 


profits  and  adds  to  job  losses  would 
intensify  the  crunch  by  causing 
credit  quality  among  businesses  and 
consumers  to  deteriorate  even  more. 
The  housing  slump  would  go  from 
bad  to  worse,  with  additional  negative 
consequences  for  home  demand  and 
prices.  All  this  is  why  the  Fed  will  most 
likely  drop  its  baby- step  approach  to 
rate  cutting  at  its  Jan.  29-30  meeting 
and  slash  rates  by  a  half  point. 

Up  to  now,  policymakers  have  ap- 
proachedtredit  market  strains  and 
economic  weakness  with  two  differ- 
ent sets  of  tools.  For  the  market  woes, 
instead  of  just  cutting  rates,  they  have 
opened  up  innovative  avenues  for 
banks  to  borrow  from  the  Fed,  such  as 
the  new  Term  Auction  Facility,  which 
has  been  successful  at  easing  the 
squeeze  on  short-term  funding  needs. 

By  early  January,  rates  on  interbank 
borrowing  and  asset  -backed  commer- 
cial paper  (ABCP)  had  fallen  sharply, 
and  the  volume  of  ABCP  ticked  up  for 
the  first  time  since  August.  The  moves 
have  also  allowed  banks  to  bring  many 
assets  of  uncertain  value  held  in  their 
structured  investment  vehicles  (SIVs) 
back  onto  their  balance  sheets,  instead 
of  offering  them  up  at  potentially 
disruptive  lire -sale  prices. 

The  Fed  has  shown  a  preference 
to  save  the  broad  impact  of  rate  cuts 
for  addressing  the  economy's  ills.  Its 
recent  moves  have  been  measured  for 
fear  that  stronger  action  would  push 
up  inflation.  That  caution  may  have 


economic  activity  more  generally. 

In  a  way,  rising  joblessness  gives 
Fed  leeway  to  move  more  boldly,  si 
the  inflation  potential  of  tight  labc 
markets  had  been  one  of  its  concert' 
Energy  costs  are  another  worry,  buii 
sharply  slower  U.S.  growth,  whichij 
implies  at  least  a  modest  slowdowi 
overseas,  will  make  oil  prices  at  $9 
$100  per  barrel  difficult  to  maintaii 
On  balance,  the  economy  appears ' 
be  shifting  down  to  a  growth  rate  t: 
is  too  weak  to  sustain  any  upward 
pressure  on  inflation. 

Job  growth,  which  averaged  97,C 
per  month  last  quarter,  has  alread» 
slowed  broadly  (chart),  and  it  is  no 
too  weak  to  prevent  a  further  rise  i;i 
unemployment.  Payroll  gains  es 
sentially  ground  to  a  halt  last  monti 
increasing  by  a  scant  18,000  worke;[ 
and  private -sector  employment  acii 
ally  edged  lower.  Still,  job  growth  s 
does  not  look  recessionary.  Consid 
that  in  the  first  three  months  of  th( 
1990-91  and  2001  recessions,  payi 
fell  335,000  and  374,000,  respecti: 

Aggressive  policy  easing  by  the  I  ft 
along  with  the  growing  possibility 
of  fiscal  stimulus  from  Washingtor 
will  go  a  long  way  to  insure  against 
nasty  recession.  Right  now,  thougl 
"growth  recession,"  as  economists  ( 
it,  in  which  the  economy  doesn't  c 
tract  but  grows  too  slowly  to  preve 
rising  unemployment,  seems  abou 
the  best  outcome  to  hope  for.  1  bw  i 
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imes  Mehring/Charts  by  Ray  Vella 

sre  are  mounting  concerns  over  an  economic  recession  in  the 
.  Unfortunately,  there's  no  unambiguous  leading  indicator  of 
nomic  downturns.  If  a  recession  does  occur,  a  trend  of  mod- 
:ing  economic  volatility  since  the  mid-1980s  suggests  it  will 
nild.  And  when  it  comes  to  comparing  the  total  time  spent  in 
3ssion,  globally,  the  U.S.  is  about  average. 


ling  Indicators.  U.S.  investors  turn  to  interest  rates,  stock  prices,  and  economists 
edict  recessions,  but  none  of  them  has  a  perfect  track  record  since  1 968. 
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Tough  Times.  The  U.S.  is  in  the 
middle  of  the  pack. 
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E  MORE  THINGS  STAY  THE  SAME 

hat's  been  called  the  Great  Moderation,  the  year-to- 
variability  in  economic  growth  has  declined  markedly 
■  the  past  two  decades. 
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CALENDAR 


GOING  GREEN 

Jan.  13-27 

At  the  North  American 
International  Auto  Show 
in  Detroit,  several  new 
environmentally  friendly 
vehicles  will  be  unveiled, 
including  three  from 
Chrysler  to  be  powered 
by  lithiurr^-ion  batteries. 

MACWORLD 

Jan.  14-18 

The  annual  gathering  for 
Apple  computer  users  is 
also  the  company's  venue 
of  choice  to  introduce 
products.  Apple  is 
expected  to  officially 
announce  an  iTunes  movie 
rental  service,  but  there  is 
also  buzz  about  a  new 
MacBook  subnotebook. 

HOLIDAY  SHOPPING 

Jan.  15,  8:30  a.m.  EST 
A  weak  December  retail 
sales  report  is  expected 
and  could  heighten  fears 
that  an  economic 
recession  is  lurking. 

BANK  REPORTS 

Jan.  15,8:30  a.m.  EST 
Citigroup  opens  a  tense 
week  of  yearend  results 
by  banks.  Others  include 


Steve  Jobs 
will  be  hyping 
new  Apple 
wares  at 
Macworld 


JPMorgan  Chase  and 
Wells  Fargo  on  Jan.  1 6 
and  Washington  Mutual 
on  Jan.  17.  Some  of  the 
lenders  are  likely  to  report 
additional  writedowns  to 
subprime  assets. 

U.S.  INFLATION 

Jan.  15,8:30  a.m.  EST 
Price  pressures  likely 
moderated  in  December. 
After  big  energy-driven 
jumps  in  November,  the 
producer  price  index  and 
consumer  price  index, 
due  out  the  next  day,  are 
expected  to  post  small 
monthly  gains. 

INTEL 

Jan.  15,  12  noon  EST 
The  semiconductor 
company's  fourth-quarter 
results  may  reflect  easing 
demand.  Equity  analysts 
are  downgrading  Intel  on 
concerns  of  a  weak  U.S. 
economy  and  signs  that 
orders  from  computer 
makers  cooled  at  the  end 
of  last  year. 

RIO  TINTO 

Jan.  1 6 

The  Australian  mining 

company's  fourth-quarter 


results  could  show  thi 
weaker  U.S.  dollar  ant 
higher  production  cos 
are  limiting  the  profit 
boom  from  big  gains  i 
dollar-denominated 
commodity  prices. 

EURO  ZONE  INFLATir 

Jan.  1 6,  5  a.m.  EST 
Initial  January  consum 
price  data  will  indicate^ 
that  inflation  is  above  • 
European  Central  Bar 
2%  target  ceiling.  The. 
ECB  is  concerned  abt 
price  pressures  drivinf 
wages,  which  could  lin 
the  bank's  response  t( 
slower  economic  acti\ 

U.S.  FACTORY  OUTPP 

Jan.  16,  9:15  a.m.  EST 
Economists  expect  thr 
Federal  Reserve  repon 
December  industrial 
activity  will  show 
manufacturers  dialing 
back  production. 
Carmakers  face  slews' 
sales,  housing  is  still 
contracting,  and  there 
signs  of  cooling  foreig 
demand  for  factory  gO'  i 

IBM 

Jan.  1 7,  4  p.m.  EST 
The  information  techm' 
ogy  powerhouse  relea 
fourth-quarter  earning! 
IBM  is  about  to  restru 
ture  its  hardware  groui 
order  to  boost  sales  tct 
small  and  midsize 
businesses. 


GENERAL  electric: 

Jan.  18,  8:30  a.m.  EST 
Despite  some  exposui 
the  U.S.  housing  mark 
the  industrial  conglom 
ate  is  expected  to  me€ 
analysts'  fourth-quarte 
estimates.  The  compai 
also  is  projecting  10% 
earnings  growth  in  20i 
driven  by  solid  global 
demand  for  infrastruct' 
equipment.  IBWI 
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China  Automotive: 

Separating  Fact  from  Fiction 

November  15,  2007  •  Townsend  Hotel  •  Birmingham,  Michigan 


There  are  more  vehicle  brands  produced  in  China 
today  than  any  other  market  in  the  world... 

...are  you  maximizing  your  potential? 

At  J.D.  Power  and  Associates,  we  believe  that  real  expertise  is 
developed  on  the  ground,  over  time,  and  through  personal 
experience.  Since  1994,  J.D.  Power  has  been  tracking  automotive 
developments  in  China  to  help  shape  the  industry's  future. 


Join  us  in  Qetroit  on  November  15th  and  allow  us  to  share  some  of 
our  experiences  with  you. 


Topics  Include: 


Manufacturers:      A  look  at  China's  top  ten  manufacturers:  which  are  the  strongest  and  which  are  hopefulsi 


Suppliers: 

Retail: 

Consumers: 

Sponsored  by: 


Is  China  a  highly  lucrative  business  opportunity  for  global  suppliers  or  is  it  a  lesson  in 
Chinese-style  price  competition? 

Is  China  heading  in  the  direction  of  the  U.S.  model  for  dealer  networks,  and  is  the  dc; 
really  open  to  investment? 

Eight  of  10  new-car  purchases  in  China  are  made  by  first-time  buyers— who  are  the 
buyers  and  how  do  they  think? 


Automotive  News  China 


BusinessWeek 


Register  Today  at: 
\A/ww4dDOWer.com/china07 


Turning  lhfd^(pation  into  Action 

Los  Angeles  •  New  York  •  Detroit*  Phoenix  •  Toronto  •  Tokyo  •  Singapore  •  London  •  Munich  •  Sydney  •  Shanghai  •  Beijing  •  Bangkok 

www.jdpower.com/corporate 


INTRODUCING 

SINGAPORE  AIRLINES  SUITES 

A  CLASS  BEYOND  FIRST 
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3ore  Airlines  Suites,  exclusively  available  onboard  the  A380,  provide  a  privileged  few  with  their  very  own  haven 
iquility.  In  your  own  personal  cabin,  luxuriate  in  the  largest  ever  seat,  and  for  the  very  first  time,  experience  the 
ire  of  sleeping  on  a  standalone  bed,  not  one  converted  from  a  seat.  With  only  1 2  extraordinary  private  cabins,  and 
light  service  even  other  airlines  talk  about,  Singapore  Airlines  Suites  is  truly  in  a  class  beyond  first-a  class  that  is 
alone.  Visit  singaporeair.com  for  more  information. 


SinOAPORE 
AIRUnES 

A  great  way  to,  fly 


ACADEM-YOF 

FRIENDS 

Celebrating  Life.        £^ 
Empowering  Hope 
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February  24,  2008  -  Festival  Pavilion,  Fort  Mason 

Join  us  for  an  evening  of  fast  cars,  fine  food  and  top-notcfn  drinks  at  SF's 
biggest  Academy  Awards  bash.  Proceeds  benefit  Bay  Area  HIV/AIDS 
organizations.  Reserve  tickets  at  academyoffriends.org  orcaii  415.VV5.V890 
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SEE  THE  PYRAMIDS® 


Eg5rpt's  Supreme  Council  of  Antiquities  is 
backing  a  law  to  give  copyright  protection 
to  the  pyramids  and  other  antiquities.  What 
does  that  mean  for,  say,  the  Luxor  Hotel  in 
Las  Vegas  ?  Alan  Feldman,  a  spokesman  for 
MGM  Mirage,  owner  of  the  pyramid -shaped 
Luxor,  says  he  doesn't  think  the  hotel,  an  in- 
exact copy  of  a  pharoah's  monument,  would 
fall  under  such  legislation.  He's  less  sure 
about  the  reproductions  of  artifacts  in  the 
Luxor's  King  Tut  exhibit.  But  if  the  Egyptians 
pass  the  law  and  "we  need  to  make  changes," 
he  says,  "I'm  sure  we  could  find  a  way  to  ac- 
commodate them."  -Douglas McCollam 


E  HIGH  COST  OF  COMPLIANCE 


op  U.S.  banks,  compliance  spending  grew  159% 
iverage  for  the  five  years  through  2006,  accord - 
to  a  poll  of  20  of  America's  50  biggest  banks,  far 
;er  than  profit  growth.  The  Deloitte  Center  for 
iking  Solutions,  which  conducted  the  survey, 
3  the  20  banks  now  spend  an  average  of  $83.5 
lion  annually  to  stay  on  top  of  Sarbanes  -  Oxley, 
Patriot  Act,  and  other  laws  and  regulations. 
ara  Der  Hovanesian 


]W  BANKS  SPEND  TO  FOLLOW  RULES 


iSTLY  INFO  TECH 

a:  Delolne  Center  for  Banking  Sohitions;  2006  estimate 
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A  BULL 
IN  CHINA 
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SO  MANY  CHINA  BOOKS, 
IT  MUST  BE  OVER 


Can  a  hot  book  trend  signal  a  soon  -  to - 
burst  bubble?  Real  estate  titles  filled 
the  BusinessWeek  Best-Seller  List  in 
2007— even  in  September,  as  home  prices 
feU.  Among  the  how-tos:  Find  It,  Fix  It, 
Flip  It.  The  1990s  tech  mania  produced 
the  likes  of  Dow  100,000  just  months 
before  that  bust.  Now,  as  some  fret  about 
froth  in  China's  stock  market,  here  come 
the  China  books, 


including  two 
just  in  stores.  From  Wall  Street  to  the  Great 
Wall:  How  Investors  Can  Profit  from  China's 
Booming  Economy  (Norton)  is  by  Burton 
Malkiel,  who  wrote  1973's  A  Random  Walk 
Down  Wall  Street.  A  Bull  in  China:  Investing 
Profitably  in  the  World's  Greatest  Market 
(Random  House)  is  by  Jim  Rogers,  whose 
titles  include  Investment  Biker.  Add  the 
many  titles  on  doing  business  in  China  and 
it  may  be  time  to  heed  Chairman  Mao's  ad- 
vice: "To  read  too  many  books  is  harmful." 
-Hardy  Green 


.  From 

^^ALL  Street 
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TERROR  AT  ZERO  FEET 


There's  good  news  and  bad  news  for  air  travelers. 
Mishaps  due  to  pilot  error,  long  considered  the 
biggest  contributor  to  airline  crashes,  have  de- 
clined. Ground  accidents,  though,  are  growing. 

A  study  reported  in  the  January,  2008,  issue  of 
Aviation,  Space,  and  Environmental  Medicine  found 
that  pilot  error  accounted  for  25%  of  aircraft  mis- 
haps from  1998  to  2002,  down  from  42%  for  most 
of  the  1980s.  And  takeoffs  were  safer,  with  mishaps 
down  70%  from  peak  levels  in  the  1980s.  Why?  Su- 
san Baker,  a  professor  at  the  Johns  Hopkins  Bloom- 
berg School  of  PubUc  Health  and  the  study's  lead 
author,  credits  better  pilot  training  and  technology. 
But  for  planes  standing  on  the  tarmac  or  pulling 
out  of  agate,  accidents— rampway  jolts  and  aircraft 
collisions,  for  instance— more  than  doubled.  As 
ground  traffic  gets  more  congested,  such  mishaps 
will  involve  more  fatahties,  predicts  former  pilot 
Richard  Stone,  a  board  member  and  past  president 
of  the  International  Society  of  Air  Safety  Investiga- 
tors. Technology  that  made  things  safer  aloft.  Stone 
says,  such  as  coUision  warning  systems,  should  be 
implemented  on  the  groimd.  -BenLevisohn 


A  PEEK  AT 

THIS  YEAR'S  PROXIES 


A  taste  of  what  activist  shareholders  have  in  store  for 
20o8's  proxy  season:  Proposals  from  Amalgamated  Bai 
prompted  by  the  housing  crisis,  ask  seven  homebuilder 
boards  to  create  compliance  committees  of  independei  I 
directors.  The  idea  is  for  them  to  review  legal  and  regul; 
tory  risks,  focusing  on  mortgage  lending.  Meanwhile, 

the  American  Federation 
of  State,  County  &  Mu- 
nicipal Employees  wants 
end  certain  tax  gross -up: 
which  cover  part  of  some 
executives'  tax  bills.  And 
irked  by  poor  succession 
planning  and  the  higher 
pay  external  CEO  candi- 
dates often  command,  thi 
Laborers'  International 
Union  of  North  America . 
asked  six  companies,  including  Merrill  L5mch,  to  reveal' 
their  succession  pohcies  and  get  investor  feedback.  No 
demand  was  made  to  disclose  who's  in  the  race.  Still,  s£ 
Shirley  Westcott,  managing  director  of  poUcy  at  share- 
holder adviser  Proxy  Governance,  "most  companies  arn 
not  going  to  look  very  fondly  at  that."  -Jena  McGregor 


WHERE  TV  ADS  REALLY  RESONATE 


The  screen  may  be  smaller,  but  the  payoff  for  broadcasters  and  ad- 
vertisers is  bigger.  People  who  go  online  to  watch  a  TV  show  are  mo 
engaged  with  the  program— and  its  ads— than  their  couch -potato 
counterparts,  says  Simmons  Market  Research  Bureau.  Simmons  su ' 
veyed  17,000  people  to  assess  their  involvement  in  the  last  TV  show  | 
they  viewed— asking,  for  example,  how  "inspiring"  or  interesting 
it  was.  The  answers  showed  computer  watchers  to  be  25%  more  in- 
volved than  TV  set  viewers.  "People  watching  online,"  says  John  Fet 
a  Simmons  product  manager,  "are  going  to  a  Web  site  to  find  a  speci 
program."  The  online  crowd  was  also  47%  more  likely  to  find  ads 
"useful"  than  TV  watchers —and  more  inclined  to  make  a  purchase.  [ 
Web  TV  watchers  "only  cUck  on  [an  ad]  if  they're  interested  in  it,"  si 
Darcy  Gerbarg,  a  senior  feUow  at  the  Columbia  Institute  of  Tele -In- 
formation. "That's  more  valuable  to  an  advertiser."  -Ben  Levisohn 
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FACETIME 


MARIA  BARTIROMO 
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POLITICAL  GURU 
CHARLIE  COOK 
ON  THE 
PRIMARIES 


The  frenetic  races  for  the 
Repubhcan  and  Democratic 
Presidential  nominations  keep 
surprising  and  confounding 
even  the  most  astute  poUtical 
observers.  The  Barack  Obama 
locomotive  that  steamed 
out  of  Iowa  was  stopped— at  least  momentarily— in  New 
Hampshire  by  a  newly  humanized  Hillary  Clinton.  And  on 
the  Repubhcan  side,  the  state  where  John  McCain  bested 
George  W.  Bush  in  the  primary  of  2000  again  came  through 
for  the  once -written -off  senator  from  Arizona.  So  what 
can  a  befuddled  voter  expect  ?  To  get  some  perspective  on 
the  playing  field  ahead,  I  caught  up  with  Charhe  Cook, 
the  Washington  pohtical  analyst.  Cook  is  pubhsher  of  the 
online  Cook  Political  Report,  writes  for  the  National  Journal, 
provides  commentary  for  NBC ,  and  is  respected  across  the 
political  spectrum  for  his  nonpartisan  observations. 


MARIA  BARTIROMO 

What  will  be  the  biggest  issues  in  the  election? 

CHARLES  COOK 

I  think  it's  going  to  be  the  economy  and  America's  place  i]( 
the  world.  And  one  of  the  things  that's  sparking  Obama's'f 
rise  is  the  idea  of  restoring  respect  for  America. 

Who  displays  the  best  grasp  of  economic  issues? 

Mike  Bloomberg.  What's  interesting  is  that  if  you  look  at  1. 
poUs  of  Democratic  voters,  they  are  very  concerned  aboui^ 
the  economy.  Republican  voters  just  don't  seem  to  be  sho( 
ing  that  much  concern  about  where  the  economy  is  going^ 
But  once  the  GOP  nominee  emerges,  the  economy  is  goin^ 
assert  itself  as  a  very,  very  big  issue  in  the  general  election, 

Does  Clinton's  win  revive  hopes  of  a  Bloomberg  candt 
dacy,  which  some  said  would  have  been  dealt  a  serioui 
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lack  by  an  Obama  victory? 

nk  you  will  only  see  Mike  Bloom - 
get  in  this  race  if  he  sees  two  hor- 
'  disfigured  major-party  nominees 
rge.  I  don't  think  Bloomberg  would 
to  stop  someone.  I  spent  about  an 
:  with  him  last  summer  talking 
it  it,  and  I  think  it's  really  a  politi- 
alculation,  because  he's  already  looked  at  the  field  of 
lidates  and  decided  that  he  can  do  a  better  job  than  they 
My  guess  is  he  would  run  if  he  thought  he  had  a  legiti- 
i  chance  of  winning. 

Id  he  win? 

rd-party  candidate]  Ross  Perot  was  at  30%  percent  and 
•st  place  at  one  point  in  June,  1992,  and  an  independent 
lidate  would  need  to  be  able  to  get  37%  to  39%  of  the 
alar  vote  to  start  winning  a  bunch  of  states  by  small 
|ins  and  assemble  the  270  electoral  votes  necessary.  It's 
sible.  A  very  bright,  very  impressive  person  spending  $1 
Dn,  with  no  fund-raising  expenses  and  no  nomination 
;s,  could  win  if  the  stars  line  up  right  in  the  sense  of  both 
ies'  nominees  emerging  badly  damaged.  And  the  way 
e  nominations  are  unfolding,  it's  kind  of  hard  to  imagine 
3r  party  nominating  someone  in  a  clean,  impressive  vic- 
,  These  things  look  like  they  could  be  real  bloody  on  both 
s.  After  Iowa  but  before  New  Hampshire,  the  possibility 
bama  winning  cleanly  and  impressively  seemed  real. 
'^that  looks  a  little  less  likely. 

it  role  do  economic  issues  like  credit -card  debt  and 
th-care  coverage  play  in  the  apparent  surge  of  inter - 
)y  the  Millennial  generation? 

ig  people  don't  like  the  realities  that  they  have  seen  as 
've  come  of  age.  They  have  no  expectation  of  get  - 
Social  Security.  They  don't  like  how  America  appears 
ind  the  world,  and  they  are  just  open  to  massive  change, 
ma  has  clearly  tapped  into  that.  He  is  an  aspirational 
lidate  in  the  sense  that  people  are  not  voting  for  any- 
g  he's  ever  done  but  for  what  he  represents. 

V  do  you  see  the  Republican  race  shaping  up? 

(oing  to  be  a  long  time  before  things  settle  down  and 
now  who  the  nominee  is.  You  had  Mike  Huckabee  win 
1,  then  Mitt  Romney  win  Wyoming,  then  McCain  win 
'  Hampshire.  Next  we  go  to  Michigan  on  Jan.  15.  Romney 
icountering  some  tough  competition  from  McCain  and 
kabee  in  Michigan,  the  state  where  he  was  born  and 
lad  served  as  governor.  If  he  loses  there,  his  candidacy 
be  in  deep  trouble.  The  potential  for  this  becoming  a 
iain-Huckabee  fight  for  the  nomination  gets  very  real 
imney  loses  Michigan  and  Giuhani  doesn't  generate 
e  momentum  between  now  and  the  Florida  primary  on 
29.  Super  Tuesday  on  Feb.  5  could  be  all  over  the  map. 
've  got  a  vacuum  in  the  Republican  Party.  They  desper- 
/  need  a  new  Ronald  Reagan,  and  they  haven't  found 
They've  been  sort  of  infatuated  with  one  candidate 
r  another  but  get  disillusioned  and  pull  back. 


"[OBAMA]  IS  AN  ASPIRATIONAL  CANDIOATE  IN  THE 
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SENSE  THAT  PEOPLE  ARE  NOT  VOTING  FOR  ANYTHING 
HE'S  EVER  DONE  BUT  FOR  WHAT  HE  REPRESENTS" 


What  about  Thompson? 

I  can  make  a  case  for  McCain,  Romney,  and  Huckabee.  I 
can  even  make  a  case  for  Giuliani.  I  can't  see  any  case  for 
Thompson.  His  candidacy  has  turned  out  to  be  kind  of  a 
poor  idea  that  was  badly  executed. 

Pundits  predicted  a  huge  youth  wave  in  New  Hampshire 
for  Obama.  What  happened? 

The  undecided  vote  in  New  Hampshire ,  which  broke  strongly 
for  Clinton,  was  disproportionately  female  and  coUege- edu- 
cated. That  means  pro-choice  on  the  abortion  issue.  A  late 
mailing  the  Clinton  campaign  sent  to  undecided  women 
hit  Obama  for  voting  "present,"  neither  yes  or  no,  on  seven 
abortion  votes  while  he  was  in  the  Illinois  State  Senate.  That 
attack,  plus  Clinton  choking  up  on  the  Monday  before  the 
primary —which  revealed  a  less  brittle  side  of  herself— could 
have  moved  undecided  female  voters.  It's  just  a  theory. 

That  moment  when  Hillary  choked  up  could  have  gone 

both  ways,  right  ? 

Yes.  The  biggest  mistake 
Clinton  has  made  is  she 
doesn't  come  across  as  a 
real  person,  and  women 
have  had  difficulty  iden- 
tifying with  her. 

Could  it  come  down  to 
McCain  vs.  Hillary? 

That  would  be  a  heck 
of  a  race .  McCain  has 
a  greater  degree  of 
likability  and  reaches 
independents  better,  but 
he  turned  72  in  August, 
and  people  have  real 
concerns  [about  his  age]. 
He  would  be  the  oldest 
newly  elected  President 
in  history.  But  all  these  match-ups  are  interesting.  Hucka- 
bee's  got  the  social  conservatives  but  has  the  most  economic 
populist  appeal— in  some  ways  second  only  to  John  Edwards. 
If  Romney  had  not  made  all  those  switches  on  cultural  is- 
sues, I  think  he'd  be  the  front-runner.  That's  hurt  him  a 
lot  more  than  religion.  I  can  still  see  how  Romney  gets  this 
nomination.  Giuliani,  it's  a  little  harder,  but  each  of  these 
candidates  has  a  shot.  We've  never  seen  a  situation  that  gets 
less  clear  rather  than  more  clear  as  the  process  goes  on.  1 BW 1 

Maria Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 


Clinton's 
emotional 
moment 
revealed  a  less 
brittle  side 
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MAULED  BY 
BEAR  STEARNS 


The  bank's  biggest  investor  has  lost 
hundreds  of  millions.  But  Joseph 
Lewis  is  a  patient  man 


By  Ben  Levisohn 

Joseph  C .  Lewis '  big  bet  on  Bear 
Stearns  looks  like  one  of  the  biggest 
mistakes  on  Wall  Street.  The  bil- 
lionaire investor  came  on  board  last 
September,  upping  his  stake  from  9 
million  to  11  million  shares  in  Decem- 
ber after  an  options  strategy  failed. 
Since  then  the  stock  has  been  in  a  free 
fall.  The  latest  hit:  a  nearly  7%  plunge 
on  Jan.  8  following  the  expected  news 
that  James  E.  Cayne  would  step  down 
as  chief  of  the  beleaguered  investment 
bank.  In  all,  Lewis,  the  single  largest 
shareholder  in  Bear,  has  watched  the 
value  of  his  roughly  10%  stake  erode 
from  $1.2  billion  to  $827  million. 


The  70-year-old  Lewis  has  endured 
losses  before  in  his  eclectic  portfolio. 
The  Tavistock  Group,  which  he  found- 
ed in  1978,  has  investments  in  170 
companies  worldwide,  largely  span- 
ning real  estate,  financial  services,  and 
entertainment.  He  also  uses  at  least 
five  other  fast -moving  investment 
funds  to  trade  currencies  and  make 
more  opportunistic  plays  like  Bear. 
One  of  Lewis'  hallmark  strategies 
is  to  trawl  for  cheap  picks,  patiently 
waiting  years  for  the  payoff.  After  he 
bought  a  controlling  stake  in  Totten- 
ham Hotspur,  the  English  soccer  team, 
for  $1.10  a  share  in  2000,  the  price 
dropped  to  27 1.  Today  it  trades 
at  $2.72. 

Lewis  may  need  to 
be  long  on  patience 
with  Bear,  which 
took  a  $1.9  billion 
writedown  from  sub- 
prime-linked  securities  in  the  latest 
quarter.  New  chief  Alan  D.  Schwartz 
has  to  figure  out  a  way  to  revive  the 
iirm's  core  business  of  underwriting, 
selling,  and  trading  bonds  and  other 
credit  securities.  Mortgage -related 
investments,  once  that  division's 


Bear's  stock 
sank  7%  on 
Jan.  8  following 
news  of  Cayne's 
departure 


bread  and  butter,  are  dead.  MeanwK 
Bear  faces  scrutiny  from  securities  s 
regulators  and  federal  investigatoriti 
after  the  implosion  of  two  of  its  hec 
funds>last  summer.  "Bear  became  a. 
one -trick  pony,  and  now  its  businei' 
model  is  broken,"  says  Dick  Bove,  a:i 
lyst  with  research  firm  Punk  Ziegel  j 
"It's  one  of  the  worst  investments  ( n 
all  time."  Bear  did  not  return  calls  fi  1 
comment.  Lewis  would  not  comme ' 
There's  plenty  of  vague  specula- 
tion that  an  American  or  overseas  r . 
will  swoop  in  to  buy  Bear  at  its  curr 
battered  price.  The  stock  sells  at  a  1 
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Lewis  has  a 
history  of  hostile 
bids,  but  a  Bear 
takeover  would 
be  tricky 


EWIS'  LAIR 


discount  to  the  value 
of  the  assets  on  its 
books— rare  for  an 
investment  bank. 
Given  its  problems, 
Bear  may  be  too  unappetizing  to  swal- 
low whole,  increasing  the  odds  that  a 
few  players  will  buy  pieces.  One  chunk 
still  in  decent  financial  shape:  the 
prime  brokerage,  which  offers  clearing 
and  others  services  to  hedge  funds. 

So  that  leaves  a  lot  to  ponder  about 
exactly  how  Lewis  will  play  his  hand. 
The  secretive  financier  has  a  history  of 
hostile  takeover  bids.  An  art  collector 
who  owns  paintings  by  Chagall  and 
Picasso,  Lewis  made  a  move  on  auc- 
tion house  Christie's  International  in 
1995.  He  gradually  built  a  29%  stake 
in  the  company.  As  usual,  he  got  in  at 
a  good  price,  buying  when  the  art  mar- 
ket softened  and  Christie's  bottom  line 
took  a  hit.  Ultimately,  Lewis  couldn't 
pull  off  a  takeover.  And  in  1 9  9  8  he  sold 
his  shares  to  French  media  tycoon 
FranQois  Pinault  for  $328  million, 
banking  a  100% -plus  gain. 

A  similar  run  by  Lewis  at  Bear  would 
be  a  long  shot.  So  it's  more  likely  he 
will  take  a  passive  stance,  at  least  at 
the  outset,  allowing  Schwartz  time  to 
prove  he  can  restore  the  bank  as  a  Wall 
Street  competitor. 

ROUGH  BEGINNINGS 

Lewis  made  his  early  millions  rehab - 
bing  a  business  in  much  the  same  way. 
Born  in  London  in  1937,  he  lived  above 
his  family's  pub,  the  Roman  Arms, 
until  the  Germans  destroyed  it  during 
the  Blitz  in  World  War  II.  At  15,  he  left 
school  to  work  at  the  family's  new 


The  bIMIonaire  investor  has  eclectic  taste 


iristie's 

wis  bought  a  29% 
ike  in  the  auction 
use.  But  after  a 
(eover  attempt 
led,  he  sold  the 
ares  to  French 
lionalre  Franpols 
iaultfor$328mil- 
nin  1998. 


Tottenham  Hotspur 

After  trying  to  buy  the 
publicly  traded  Eng- 
lish Premier  League 
team  for  $1.10  a 
share  in  1998,  he 
nabbed  it  two  years 
later  at  the  same 
price.  The  club  now 
trades  at  $2.72. 


Isleworth 

Lewis  transformed 
the  Florida  devel- 
opment, which  he 
bought  out  of  bank- 
ruptcy for  $21  million, 
into  a  premier  luxury 
community  where 
Shaquille  O'Neal 
and  Tiger  Woods  are 
residents. 


eatery.  Eager  to  tap  into  the  tourist 
market,  he  supposedly  dragged  a  con- 
crete bus  -  stop  sign  in  front  of  the  res- 
taurant to  attract  patrons.  From  that 
rough  beginning  the  family  business 
took  off,  with  Lewis  expanding  it  into  a 
chain  of  themed  restaurants,  including 
Beefeater  and  Caledonian. 

In  1979,  Lewis  sold  the  restaurant 
empire  for  $64  milHon  and  used  the 
proceeds  to  fund  his  next  moves,  this 
time  in  the  financial  markets.  To 
avoid  Britain's  capital-gains  tax,  he 
moved  to  the  Bahamas  and  began 
speculating  in  foreign  currencies. 
His  first  big  score  was  in  1992,  after  he 
bet  on  a  falling  British  pound,  the 
same  type  of  trade  that  famously 
made  George  Soros  billions  "breaking 
the  Bank  of  England."  Lewis  went  on 
to  short  the  Mexican  peso  in  1994, 
profiting  from  that  country's  econ- 
omic crisis.  Those  bets  turned 
millions  into  billions  for  Lewis,  whose 
personal  wealth  now  stands  at  more 
than  $2  billion. 

Today,  Lewis,  who  still  has  a 
Cockney  accent,  puts  much  of  his 
fortune  to  work  through  Tavistock, 
where  he  leaves  the  day-to-day 
stuff  to  his  managers.  Although  he 
meets  with  the  board  of  directors  to 
discuss  macroeconomic  trends  in 
countries  and  industries  that  will 
affect  his  business  or  investments, 
Lewis  is  just  as  likely  to  call  up  a 
portfolio  manager  for  an  informal  chat 
about  an  idea  or  to  host  a  dinner 
simply  for  a  brainstorming  session. 
"He  probably  fears  for  the  organiza- 
tion, the  larger  it  gets,"  says  Rasesh 
Thakkar,  senior  managing  director  at 
Tavistock.  "He 
doesn't  want  it  to  get 
bureaucratic  and  lose 
its  nimbleness." 

Lewis' base  now 
centers  around  his 
Windermere  (Fla.) 
home,  which  doubles 
as  Tavistock  head- 
quarters. He  stum- 
bled upon  the 
Orlando  area  while 
negotiating  in  the 
1980s  with  Disney 
World  to  manage  an 
English-themed 
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Constellation 
Concepts 

In  2003,  Lewis's 
restaurant  group  pur- 
chased Napa  Valley 
Grille,  California  Cafe 
and  Alcatraz  Brewing 
and  others  from  the 
bankrupt  Constella- 
tion for  $7.2  million. 
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restaurant  on  the  park's  grounds.  The 
deal  never  panned  out,  but  Lewis 
thought  the  region  had  untapped 
potential.  In  1993  he  purchased 
Isleworth  out  of  bankruptcy  for  $21 
million  and  transformed  the  strug- 
gling gated  community  into  a  thriving 
one,  wooing  actors  and  professional 
athletes,  including  basketball  star 
Shaquille  O'Neal  and  golfers  Tiger 
Woods  and  Ernie  Els.  Isleworth  is  now 
one  of  the  most  sought-after  address- 
es in  Florida,  where  a  three -bedroom, 
three-bath,  2,800  square-foot  golf 
villa  sells  for  $1.5  milhon. 

BIOTECH  BUILDUP 

As  with  Isleworth,  Lewis  bought  a 
nearby  property.  Lake  Nona,  at  a 
cut  -  rate  price  and  turned  it  into  a 
high-end,  7,000-acre  planned  com- 
munity. He  is  currently  making  it  a 
hub  for  biotechnology,  helping  to 
lure  a  medical  school,  a  research 
center,  and  an  ultramodern  veterans 
hospital  to  the  area.  "Lewis  and  his 
team  had  a  vision  for  life  sciences  in 
Orlando,"  says  Ray  Gilley,  head  of  the 
Metro  Orlando  Economic  Develop- 
ment Commission. 

Of  course,  Lewis  benefits.  He 
now  has  close  connections  with  the 
academics  and  researchers  settling 
in  Lake  Nona— a  plus,  considering  he 
owns  stakes  in  several  small  pharma- 
ceutical companies.  By  anchoring  the 
development  with  a  medical  complex, 
Lewis  hopes  to  distinguish  Lake 
Nona  from  the  usual  suburban  sprawl, 
and  perhaps  insulate  it  from  the 
whims  of  the  real  estate  market.  Says 
University  of  Central  Florida  President 
John  Hitt :  " He  created  a  lot  of  value  for 
us  and  for  himself." 

He  is  no  doubt  hoping  Bear  will 
create  value  for  his  portfolio  as  well. 
And  although  doubters  could  certainly 
make  a  case  it's  an  ill-fated  invest- 
ment, Lewis  isn't  the  type  of  person 
to  second  guess  his  decisions.  "If  he 
loves  an  idea,  he  empowers  the  people 
and  [marshals  the]  resources  needed 
to  make  it  work,"  says  Tavistock's 
Thakkar.  Then,  he  "moves  on  to  the 
next  great  idea."  iBWi 
-  With  Frederick  F.  fespersen  and 
Matthew  Goldstein  in  New  York 
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BANK  EARNINGS: 
A  SHOT  IN  THE  DARK 

The  finance  sector  is  set  to  report,  but  mortgage 
entanglements  are  leaving  analysts  without  a  clue 
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By  David  Henry 

Investors  grimaced  as  stock  prices 
plunged  in  the  first  days  of  January; 
it  was  one  of  the  ughest  trading 
performances  to  kick  off  any  year,  with 
financial,  technology,  and  consumer 
goods  companies  dropping  to  new 
lows.  Yet  the  market  may  get  knocked 
down  another  peg  when  big  banks 
and  Wall  Street  titans  kick  off  their 
earnings  announcements  on  Jan.  15. 

Why?  Those  results  are  not  only 
likely  to  be  dramatically  down  but 
they're  also  shaping  up  to  be  the  most 
confusing  and  unreliable  set  of  profit 
figures  this  key  sector  of  the  market 
has  ever  produced.  Investors  will  find 
themselves  arguing  whether  financial 
firms  over-  or  understated  results  for 
the  fourth  quarter.  That's  unfortunate 


Some  banks  will  take  their  medicine  now, 
Others  may  postpone  the  pain.  Either 
way,  the  stock  markets  could  suffer 


news  for  those  hoping  for  an  early  vi( 
of  whether  the  credit  crisis  is  abating 
"There  is  going  to  be  a  lot  of  confusic 
and  debate,"  says  Frederick  Cannon, 
managing  director  at  Keefe,  Bruyette 
&  Woods,  a  broker  specializing  in  the 
financial -services  industry. 

The  root  cause  of  all  the  murky  nun 
bers:  housing.  Many  banks  hold  stake 
in  a  dizzying  array  of  financial  instru- 
ments generated  during  the  real  estatt 
boom.  With  that  market  in  turmoil, 
bankers  don't  really  know  the  value  ol 
their  mortgage  holdings  or  the  compli 
securities  based  on  home  loans.  That 
uncertainty  has  also  spilled  over  to  de 
tied  to  aorporate  loans.  "This  situa- 
tion is  having  a  profound  impact  ontl 
numbers,"  says  Michael  Thompson, 
director  of  research  at  earnings -track 
Thomson  Financial. 
And  with  financia 
outfits  accounting  f( 
22%  of  the  Standard' 
&  Poor's  500 -stock 
index,  the  doubts  in 
the  sector  could  feec 
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With  a  T.  Rowe  Price  SmartChoice  IRA;  It's  easy. 

At  T.  Rowe  Price,  we  believe  that  diversification  in  retirement 
investing  is  an  essential  part  of  reaching  your  long-term  goals. 
So  consider  the  SmartChoice  IRA — an  all-in-one  retirement  fund 
made  up  of  a  diversified  portfolio  of  T.  Rowe  Price  funds.  Just 
choose  the  Retirement  Fund  closest  to  your  expected  year  of 
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recently  called  T.  Rowe  Price  Retirement  Funds  the 
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pessimism  about  the  broader  mar- 
ket. Analysts  believe  earnings  among 
financial  companies  will  be  down  62% 
for  the  fourth  quarter  from  a  year  ago, 
according  to  Reuters  Estimates.  That's 
a  big  reason  why  the  outlook  for  the 
S«&P  500  has  turned  sour:  Analysts 
now  predict  profits  will  drop  8.4%, 
compared  with  forecasted  growth  of 
11.5%  as  recently  as  Oct.  1. 

Expectations  for  the  index  changed 
dramatically  after  big  banks,  including 
Merrill  Lynch,  Citigroup,  and  Morgan 
Stanley,  revealed  massive  losses  this 
past  fall  stemming  from  the  subprime 
meltdown.  Their  announcements 
exposed  damaged  assets  that  inves- 
tors didn't  know  banks  had.  Merrill 
Lynch,  for  example,  was  forced  to  revise 
its  results  downward  by  $1.8  billion  in 
October  after  rethinking  the  numbers 
it  had  announced  only  weeks  earlier. 
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The  stream  of  bad  news — and  the  fear  of 
more— has  pimimeled  stocks:  Since  the 
end  of  September  financials  have  fallen 
22%  and  the  S&P  500  has  lost  8%. 

WIGGLE  ROOM 

For  a  sign  of  just  how  subjective  bank 
earnings  are  right  now,  look  at  the 
trouble  pros  have  getting  a  fix  on  prof- 
its and  losses.  Normally,  as  an  earnings 
annoimcement  draws  near,  analysts' 
predictions  move  closer  to  a  consen- 
sus. The  exact  opposite  is  taking  place 
today,  with  the  dispersal  of  forecasts 
widening,  according  to  Thomson 
Financial  (chart).  Just  a  week  before 
Citigroup's  scheduled  Jan.  15  earnings 
announcement,  the  bulk  of  analysts' 
estimates  were  within  43,t  of  the 
average  prediction  of  a  g^t  per  share 
loss.  By  contrast,  on  the  eve  of  Citi's 
quarterly  report  a  year  ago,  estimates 
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were  tightly  clustered  just  3(f  off  the 
average  $1 -per-share  profit.  On  Jan, 
Merrill  L3mch  analyst  Guy  Moskowsl- 
changed  his  Citi  estimate  from  a  loss- 
of  73(f  to  a  loss  of  $  1 .  43 ,  another  signi 
the  sUppery  earnings  situation. 

A  barrage  of  accounting  changes  an 
compUcating  matters.  Not  so  long  age 
banks  kept  most  of  the  loans  they  mai 
on  their  books,  accounting  for  them  i 
a  standard  fashion.  But  in  recent  yearn 
banks  increasingly  have  packaged  tha 
loans  into  bundles  and  sold  them  intoi 
the  markets,  where  their  values  fluctv 
ate.  At  the  same  time,  regulators  have 
pressed  the  banks  to  reflect  gains  and 
losses  on  those  assets  right  away  in  thi 
quarterly  earnings.  And,  as  housinghl 
tanked,  auditors  have  pressured  banki 
to  look  far  and  wide  for  prices  to  cal- 
culate values,  even  if  that  means  usin| 
prices  from  thinly  traded  exotic  secun 
ties.  The  result  is  that  banks'  earnings' 
wiU  be  based  less  on  facts  and  more  oi 
interpretations  of  the  market's  whims' 

With  so  many  debatable  values, 
comparing  the  performance  of  differ- 
ent banks  wiU  be  tricky.  Some  wUl  pla. 
it  safe  and  report  the  worst  plausible  ? 
results  for  this  quarter.  It's  a  strategy  .■ 
that  could  set  the  stage  for  a  spectacul 
rebound  a  year  from  now.  Others  may  I 
want  to  window- dress  their  books  so 
they  don't  have  to  seek  more  capital.  .| 

Don't  expect  clarity  anytime  sooi 
Many  banks  will  probably  revise  the; 
initial  results  after  auditors  have 
combed  through  their  liMngs  for  the 
Securities  &  Exchange  Commission 
And  if  credit  markets  pick  up  later  in 
year,  banks  may  have  to  sharply  adjui 
their  numbers— again.  IBWI 
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FOGGY  PROFITS 

The  earnings  range  usually  shrinks  as 
reporting  season  approaches.  But  fore 
casts  on  bank  stocks  are  farther  aparb 


RANGE  OF 
ESTIMATES 
FOR  2007* 


AS  OF  FEB.  IS 


AS  OF  DEC.  20 


•BASED  ON  CLUSTERS  OF  ESTIMATES  ONE 
STANDARD  DEVIATION  FROM  THE  MEAN 


Data:  Thomson  Financial 
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GRAB  THE  ROAD 

BY  ITS  SHOULDERS. 

THE  2008  FUSION  WITH  TRACTION  CONTROL. 


Fusion  combines  the  thrill  of  a  221  HP  V6  engine*  with  the  feeling  of  safety 
that  you  get  from  available  traction  control  and  first-in-class**  all-wheel  drive. 
Learn  more  at  F0RDVEHICLES.COM. 


*Optional.  **Midsize  sedans  starting  under  $21,000. 
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HOWARD  SCHULTZ'S 
GRANDE  CHALLENGE 

His  return  as  chief  executive  jazzed  Starbuci^s  stock, 
but  some  question  whether  he  has  the  right  recipe 


Starbucks 
started  with 
this  Seattle 
shop;  Schultz 
(far  right) 


By  Burt  Helm  and  Jena  McGregor 
There  was  joy  in  coffeeville  when 
Howard  Schultz  returned  as  CEO  of 
Starbucks  on  Jan.  7.  "Uncle  Howie  to 
the  rescue! "  wrote  one  visitor  to  Star- 
bucksgossip.com,  a  blog  popular  with 
the  coffee  chain's  baristas.  Wall  Street 
echoed  the  sentiment.  After  a  year  of 
declines,  shares  rose  by  more  than  8%, 
to  19.86  on  Jan.  8. 

It's  a  favorite  business  world  fairy 
tale:  the  company  in  distress  saved  by 
the  return  of  a  visionary  founder.  The 
key,  of  course,  is  whether  the  leader's 
vision  is  the  right  one.  Steve  Jobs' 
triumphant  return  to  Apple  may  be 
the  dream,  but  there's  also  the  story 
of  Ted  Waitt,  the  ponytailed  Gateway 
founder  who  took  back  the  CEO  job 
in  2001  only  to  see  his  baby  eventu- 
ally gobbled  up  by  competitors  after 
sticking  to  old  ways  of  doing  business. 
While  many  Starbucks  watchers  think 
Schultz  is  the  right  choice,  some  won- 
der whether  he  has  a  strategy  that  will 
jump -start  growth. 

That's  a  pertinent  question,  given 
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that  Schultz  never  entirely  left.  A 
vocal  chairman  since  2000,  Schultz 
chimed  in  on  earnings  calls,  penned 
memos  to  top  managers,  and  regularly 
appeared  on  CNBC  to  talk  coffee. 
Meanwhile  the  company's  stock  is 
down  by  44%  over  the  past  year,  and 
though  overall  sales  are  up,  Starbucks 
has  had  trouble  boosting  business 
in  its  existing  stores.  Through  it  all, 
Schultz  continued  to  occupy  the 
same  spacious  office  he  held  as  CEO. 
Schultz  declined  to  comment. 

No  surprise,  then,  that  much  of  the 
strategy  Schultz  outlined  to  analysts 
on  Jan.  7  sounded  familiar.  Among  his 
plans:  to  slow  new  store  openings  in 
the  U.S.  while  investing  overseas  and 
focusing  on  "reigniting"  the  connec- 
tion with  consumers  through  new 
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products  and  better  store  design.     , 
Starbucks  has  already  signaled  th 
it  plans  to  add  fewer  U.S.  stores.  Int( 
national  expansion  has  long  been  a  j 
ority.  In  a  famous  Feb.  14, 2007,  mer 
Schultz  urged  the  company  to  restoi 
the  romantic  coffee  shop  atmosphei 
of  Starbucks'  early  days.  The  bigges' 
news  in  his  Jan.  7  conference  call  wa 
his  vow  to  shutter  some  struggling 
stores  and  to  streamline  managemei 
He  promised  to  give  more  details  wh 
the  company  a 
nounces  earimn 
on  Jan.  30. 

A  returning 
founder  has  m 
freedom  to  plai 
with  the  formii' 
than  a  hired  CI" 
Schultz,  after  r 
all,  has  shown  t 
can  leverage  tb 
Starbucks  brand  in  new  ways,  such 
his  idea  to  use  the  stores  to  introduc 
new  music  to  customers.  But  found 
ers'  memories  of  the  early  days  also 
can  hinder  change.  Nostalgia  can 
be  dangerous,  says  Jeffrey  A.  Son- 
nenfeld,  senior  associate  dean  at  Yai'. 
University's  School  of  Management 
"[A  company]  is  not  a  museum.  It's*! 
not  a  religion." 
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The  challenges  Starbucks  faces  todai 
are  much  steeper,  too.  McDonald's  |  . 
plans  to  add  coffee  bars  and  baristas  u  , 
throughout  the  U.S.  And  it's  not  easu  ^ 
being  romantic  when  you're  a  $9.4bl , 
lion  chain  with  15,011  outlets. 

At  least  one  analyst  thinks  that 
Schultz 's  plans  are  wrongheaded. 
"Their  business  model  still  appears k. 
be  building  stores  to  grow,  and  if  the>^  [ 
just  [build  more  slowly  and]  becomeii  . 
more  relevant  to  consumers,  every-  - 


thing  will  work  itself  out. . . .  I  think 


those  are  all  dangerous  premises,"  sa-* 
Marc  Greenberg,  a  Deutsche  Bank  arj 
lyst.  "The  runup  in  shares  on  Jan.  8  V 
a 'Hooray,  Howard'  |, 
rally,  but  does  it  say 


Schultz  never  entirely  left  Starbucks, 
and  much  of  the  strategy  he  outlined  as 
returning  CEO  sounds  familiar 


anything  to  the  fun-  . 


damental  prospects 
next  year?  No."  I BW I' 
-With  Brian  Hindoi 
New  York 


warn 
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IDEO  DREAMS 

!  magic  has  not  extended  to  visual  entertainment, 
lywood  and  cable  companies  aim  to  keep  it  that  way 


iter  Burrows  and  Ronald  Grover 

St  year's  Consumer  Electron - 
now  in  Las  Vegas,  most  of  the 
poo  attendees  were  buzzing  about 
Uture  of  the  cell  phone — and  how 
e  Inc.  had  stolen  the  spotlight  by 
uncing  the  iPhone  at  its  own  Mac  - 
i  conference.  But  this  year,  the  hot 
;  at  CES  is  the  future  of  video  en- 
iinment ,  and  there 's  a  lot  less  fear 
12  air  about  what  Steve  Jobs  may 
planned.  "I  have  great  admiration 
jteve,"  says  Comcast  CEO  Brian 
irts.  "But  I  also  like  cable's  position 
]e  video  leader.  We  offer  more  mov- 
jY  shows,  and  video  content  than 
be  else — and  we  intend  to  expand 
josition." 

5  a  sign  of  the  challenges  ahead 
:)bs  &  Co.  While  Apple's  dramatic 
;back  thanks  to  digital  music  and 
^od  reads  like  a  Holl3nAfood  screen- 
:  Jobs'  efforts  in  video -land  won't 
w  the  same  script.  Indeed,  two 
;  after  Apple  added  vidfeo  capabil- 
1  its  iPod  line  and  began  selUng  a 


Less  than 
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smattering  of  shows  and  movies  on  the 
iTunes  Music  Store,  its  share  in  video 
remains  minuscule. 

Jobs  is  planning  a  major  offensive 
to  try  to  change  all  that , 
with  at  least  some  of  the 
details  to  be  announced 
at  Macworld  on  Jan.  15. 
Most  important,  he  plans 
to  launch  a  movie  rental 
service  on  iTunes  for  the 
first  time.  Apple  is  in  furi- 
ous negotiations  with  top 
studios  to  make  their  new 
releases  available  for  the 
service,  as  well  as  for  sale. 
BusinessWeek  has  learned 
that  Apple  is  nearing  deals 
with  Warner  Bros,  and 
Paramount,  and  has  already  secured 
deals  with  Disney  and  20th  Century 
Fox.  Apple  is  also  planning  a  major 
upgrade  of  the  slow-  selUng  Apple  TV 
set-top  box. 

But  Jobs  is  having  his  troubles  in 
Hollywood.  While  Apple  persuaded 


Apple's  share  of  the 
$35  billion  TV  and 
movie  business. 

Data:  BusinessWeek, 
Adams  Media  Research 


the  major  record  labels  to  sell  every 
song  on  iTunes  for  ggt,  the  movie 
studios  won't  agree  to  such  standard- 
ized terms.  Disney  and  Fox  have  agreed 
to  support  the  new  rental  service,  but 
have  different  terms  for  when  mov- 
ies will  be  made  available,  Hollywood 
sources  say.  Lions  Gate  may  agree  to 
let  Apple  rent  its  stuff,  but  not  sell  its 
newer  releases.  And  Sony  and  Univer- 
sal, fierce  Apple  rivals,  are  unlikely  to 
back  Jobs  at  all. 

CONTAINING  APPLE 

In  the  end,  Apple  will  likely  offer  a 
respectable  but  not  industry -lead- 
ing selection  of  movies.  New  releases 
will  cost  $3.99  to  rent,  the  sources  say, 
similar  to  what  Comcast  charges. 

That  may  be  precisely  the  point: 
Hollywood  wants  to  make  sure  Apple 
doesn't  get  any  preferential  terms.  "We 
make  a  ton  of  money  by  offering  video 
on  demand  with  cable  operators,  and 
we're  not  about  to  jeopardize  that  to 
help  Steve  Jobs  start  a  business,"  says 
one  studio  executive. 

Meanwhile,  the  competition  is 
pressing  ahead.  On  Jan.  8,  Comcast  an- 
nounced it  is  increasing  its  video-on- 
demand  library  from  1,600  movies  to 
6,000,  a  massive  upgrade  that  should 
put  Comcast  even  further  ahead  in  the 
video  market.  It  also  announced  the 
online  service  Fancast,  which  will  offer 
more  than  3,000  hours  of  streaming 
videos  of  TV  shows  from 
CBS,  Fox,  and  others. 
Ofcourse,  Jobs  has 
succeeded  in  the  face  of 
massive  challenges  in  the 
past.  With  sales  of  Macs 
and  iPods  zooming,  he  can 
afford  to  take  his  time  and 
work  on  the  next  knock- 
out. One  possibility  is  that 
Apple  might  add  a  tuner 
to  its  TV  product  later  this 
year.  That  way,  the  device 
could  handle  the  tasks  of 
a  cable  box  and  provide  a 
portal  for  almost  any  video  need— from 
obscure  clips  on  the  Net  to  the  evening 
news.  "The  day  that  happens,  Apple 
TV  sales  will  take  off,"  says  American 
Technology  analyst  Shaw  Wu.  Perhaps. 
But  whatever  happens,  Apple  is  sure  to 
have  plenty  of  competition.  1 BW 1 
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GE'S  TROTTER  HEADS 
FOR  EQUITY  LAND 

The  vice-chairman  is  about  to  join  buyout  firm  GenNx— 
with  his  former  employer  as  a  major  investor 


By  Diane  Brady 

Lloyd  G.  Trotter  jokes  that  if  he  were 
to  write  a  book,  he  would  call  it  Living 
My  Life  Between  Quarters.  No  more. 
After  37  years  of  pushing  to  make  his 
numbers  every  three  months  at  a  big 
public  company,  Trotter,  62,  will  step 
down  next  month  as  vice-chairman 
and  as  chief  executive  of  the  $28  billion 
General  Electric  Industrial  unit  to  join 
a  small  New  York  buyout  firm  called 
GenNx36o  Capital  Partners. 

The  fund  is  launching  with  more 
than  $500  million  to  invest  in  compa- 
nies focused  on  areas  such  as  com- 
mercial security,  industrial  water 
treatment,  infrastructure,  and  aero- 
space. Many  are  industries  in  which 
GE  itself  has  made  big  bets.  In  fact, 
GE  is  a  major  investor  in  the  venture. 
Trotter's  other  two  general  partners 
are  Ronald  E.  Blaylock,  the  47-year- 
old  founder  of  investment  banking 
firm  Blaylock  &  Co. ,  and  Arthur  H. 
Harper,  52,  a  GE  veteran  who  headed 
up  GE  Equipment  Services  before 
leaving  two  years  ago. 

So  far  most  of  the  17  employees  at 
GenNx  are  African  American,  and 
many  are  former  high-ranking  GE 
executives,  such  as  former  GE  Infra- 
structure Sensing  CEO  James  Shepard. 
Like  Trotter,  they  come  to  the  job  with 
extensive  operations  experience  that 
will  be  put  to  use  in  the  businesses  they 
buy.  "I'm  excited  to  be  doing  some- 
thing entrepreneurial  with  these  guys," 
says  Trotter. 


Despite  the,tumultupus  market, 
GenNx360  is  getting  checks  from  large 
U.S.  companies  and  college  endowments 
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Trotter  and 
Blaylock: 
Looking  to  profit 
from  running 
companies  well 


Some  might  wonder  why  anyone 
would  trade  a  top  job  at  GE  for  the  in- 
creasingly tumultuous  world  of  private 
equity.  Trotter  says  he  was  planning 
to  help  launch  GenNx  about  a  year 
and  a  half  ago.  What  stopped  him  was 
the  departure  of  GE  Vice  -  Chairman 
David  L.  Calhoun  for  his  own  foray  into 
private  equity  as  chairman  and  CEO 
of  VNU,  now  Nielsen.  Trotter  says  he 
was  then  named  vice- 
chairman  and  asked  to 
stay  on  to  manage  GE's 
industrial  businesses. 
At  the  time.  Chairman 
Jeffrey  R.  Immelt  also 
gave  him  permission 


to  be  an  adviser  to  the  fledgling  func 
Even  with  the  market  in  turmoil. 
Trotter  says,  it's  an  ideal  time  to  bull 
a  buyout  fund  that  aims  to  acquire 
companies  that  can  be  expanded  an( 
improved.  Adds  Blaylock:  "If  we  we) 
a  iirm  looking  to  buy  something  and 
an  initial  public  offering,  that  would^ 
be  tough.  But  we  know  what  we're  ai. 
tractedto,  we're  patient,  and  people 
keen  to  sell  noncore  assets  right  now 


OPERATIONS  PROS 

In  Harper's  view,  private 
equity  is  entering  a  third  e 
The  first,  he  says,  was  abo 
"the  deal  guys,  where  the 
buyers  were  more  sophis- 
ticated than  the  sellers." 
Then  it  was  about  iinanci; 
engineering  through  high 
leveraged,  cheap  capital. 
"Now  it's  about  bringing  i 
operating  folks  who  know 
how  to  run  companies  ancij 
make  them  productive  onn 
global  scale,"  he  says.         ' 
Trotter  joined  GE  in  197) 
as  a  field  service  engineer  n 
with  GE  Lighting.  He  wenr 
on  to  lead  a  number  of       , 
industrial  commodity  busii 
nesses,  squeezing  out  so    ! 
many  efficiencies  that  his  ^ 
system  of  best  practices 
(the  "Trotter  matrix")  waa 
adopted  elsewhere  in  the  ■ 
company.  He  also  was  a  ka 
player  in  launching  GE's    I 
African-American  Forumn 
in  1990,  which  he  promotf^ 
through  seminars,  conferences,  and< 
mentoring  programs. 

Despite  market  jitters,  investors  a  ( 
writing  checks.  Blaylock  says  that,  aldi 
with  GE,  they  include  other  large  U.]| 
companies,  college  endowments,  an 
corporate  pension  funds.  The  fundH! 
made  one  investment  so  far,  joining  j 
consortium  led  by  Oak  Hill  Capital  P^ 
ners  to  buy  Britain's  Vertex  Data  ScieM 
for  about  $427  million  last  year.  "At  C  ( 
you  buy  something  to  build  it,  to  mal* 
it  into  a  $6  billion  or  $10  billion  entity 
says  Trotter.  "Now,  I  want  to  grow  | 
something  to  the  point  where  it  has 
scale,  making  it  important  for  somen 
else  to  take  it  to  the  next  level."  1  B\N»\ 
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Deron  Every's 
parents  blame 
pollution  for 
his  multiple 
heart  defects 


DBS  ARE  GOING. 
HEMICALS  LINGER 


suit  in  an  old  factory  town  against  IBM  over  a  once 
dely  used  solvent  could  spur  cases  elsewhere 


jteve  Hamm 

Indicott,  N.Y. ,  an  arch  extending 
r  East  Main  Street  reads:  "Home  of 
Square  Deal."  The  sign  harks  back 
he  early  20th  century  when  this 
quehanna  River  town  was  domi- 
Bd  by  two  paternalistic  employers, 
licott  Johnson  Shoe,  which  is  out  of 
iness,andIBM. 

ig  Blue  is  still  there,  but  just  barely, 
lead  count  dwindled  from  a  peak 
2,500  in  1984  to  about  1,200  today, 
his  played-out  factory  town,  IBM's 
icy  is  growing  more  stained  by  the 
.  After  contaminants  leaked  from 
BM  plant  decades  ago  and  spread  in 
undwater  beneath  more  than  400 
nes,  locals  no  longer  felt  they  were 
;ing  a  square  deal  from  Big  Blue. 
t's  a  measure  of  their  dissatisfac  - 
1  that  on  Jan.  3  a  group  of  seven  law 
IS  filed  suits  against  IBM  on  behalf 
•4  residents  and  business  owners, 
nany  as  900  more  lawsuits  are  ex- 
ted  to  follow.  The  plaintiffs  claim  to 
e  suffered  health  or  financial  inju- 


ries as  a  result  of  odorless  vapors  from 
industrial  solvents  collecting  in  their 
homes,  including  the  carcinogen  tri- 
chloroethylene,  commonly  called  TCE 
A  state  study  in  2006  showed  higher- 
than- normal  incidences  of  cancer 
and  birth  defects  in  houses  above  the 
polluted  groundwater,  but 
it  didn't  prove  causa- 
tion. In  interviews  with 
BusinessWeek,  IBM  denies 
culpability.  The  suits  have 
"no  basis  in  science  or 
law,"  says  a  spokesperson. 

Litigation  could  drag 
on  for  years,  but  the  case 
already  stands  as  a  warn- 
ing for  communities  and 
businesses  elsewhere. 
During  America's  Indus  - 
trial  heyday,  TCE  was  a 
commonly  used  solvent  for  degreasing 
machinery.  Only  in  recent  years  has  the 
vaporous  form  of  the  chemical  been 
recognized  as  a  threat.  It  could  be  pres- 
ent in  thousands  of  former  industrial 


Number  of 
Superfund  cleanup 
sites  containing  the 
carcinogen  TCE 

Data:  EPA 


sites,  where  TCE  vapors  can  pool  under 
foundations  and  seep  into  basements. 

The  Environmental  Protection 
Agency  has  concluded  that  such  vapor 
pollution  could  be  a  problem  in  852 
of  its  Superfund  cleanup  sites.  "We 
think  this  is  a  big  issue  that  could  af- 
fect communities'  health,"  says  Mary 
Mears,  an  EPA  pubhc  outreach  officer. 

'ASK  A  LOT  OF  QUESTIONS' 

Understandably,  passions  run  high 
in  Endicott.  "IBM  came  here,  they 
had  a  great  business,  they  ruined  us, 
and  they  left,"  says  an  embittered 
Betty  Havel,  53,  a  plaintiff  in  the  case 
and  a  nurse  at  an  area  hospital.  Kevin 
and  Tiah  Every  knew  nothing  of  TCE 
vapors  when  they  moved  to  town 
and  rented  an  apartment  above  the 
polluted  groundwater  six  years  ago. 
Their  son,  Deron,  was  born  two  years 
later  with  heart  defects  that  have  so 
far  required  two  surgeries.  For  people 
living  in  old  industrial  towns,  Tiah 
Every,  who  is  also  a  plaintiff,  offers  this 
advice:  "Ask  a  lot  of  questions  before 
you  move  into  a  place." 

By  some  measures,  IBM  hasn't 
shirked  responsibility.  It  has  conducted 
a  massive  groundwater  cleanup  in  End- 
icott since  1979,  when  it  reported  a  sol- 
vent spill  at  its  electrical  components 
factory.  Solvent  vapors  were  discovered 
in  Endicott  homes  in  2002.  Since  then, 
under  state  orders,  IBM  says  it  has  sup- 
plied ventilation  systems  to  458  homes. 
Also  in  2002,  IBM  sold  its  Endicott 
property,  but  it  still  recycles  computer 
parts  there. 

Views  are  mixed  on 
whether  the  suits  will 
prompt  similar  cases. 
"TCE  is  the  new  PCB," 
says  Ellen  Relkin,  an  at- 
torney at  Weitz  &  Luxen- 
berg  in  New  York,  which 
is  involved  in  the  Endicott 
cases.  PCBs,  used  in  elec- 
trical gear,  have  spurred 
numerous  successful  suits. 
But  David  Bernick,  an 
attorney  who  represents 
companies  in  environmental  cases  for 
the  Chicago  firm  of  Kirkland  &  ElHs, 
says  there's  no  strong  link  between  TCE 
vapors  and  health  problems,  which 
ought  to  discourage  court  claims.  1 BW 1 
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By  Michelle  Conlin 

They're  called  the  Millennials— and 
they're  fed  up.  Why?  Try  angst 
about  jobs,  health  care,  and  debt. 
Now  they're  getting  pols  to  listen 


Earlier  than  most  of  his  rivals,  Barack  Obama  sensed  thai< 
youthquake  was  rumbling  deep  inside  the  American  elect(t| 
ate.  For  months,  his  campaign  has  put  a  premium  on  reachii 
out  to  YouTube  disaffecteds.  So  far  the  strategy  is  paying  c  i 
helped  along,  no  doubt,  by  the  candidate's  hip,  un-boont| 
persona.  The  46-year-old  Illinois  senator's  surprise  victc'i 
in  the  Iowa  caucuses  and  close  second-place  finish  to  Nn 
York  Senator  Hillary  Clinton  in  the  New  Hampshire  Dein^ 
cratic  primary  were  fueled  largely  by  hordes  of  twentysomn 
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ngs  in  hoodies — the  oft  -pierced  -  and- tattooed  generation 
it  has  come  to  be  known  as  the  Millennials,  or  Gen  Y. 
SJo  one  can  predict  with  certainty  how  much  influence  this 
liort  will  have  on  the  coming  election.  After  all,  youth- 
;ked  candidates  have  faltered  before.  (Ask  Howard  Dean.) 
t  the  so  -  called  echo  baby  boom  has  size  on  its  side :  nearly 
miUion  people  aged  18  to  29,  according  to  the  Census  Bu- 
lu,  or  20%  of  registered  voters.  That  and  this  group's  hy- 
rconnectedness  (all  those  Facebook  friends  and  MySpace 


pages)  have  convinced  many  pundits  Obama  in  lowa, 

J  •  i    lu   i  it  •    ^      •       •  where  the  echo 

and  economists  that  somethmg  seismic  .   u  u 

°  baby  boomers 

could  be  coming.  Across  the  political  flocked  to  the 
spectrum,  they  say,  Millennials  are  mo-  youngest  Dem 
biUzing  around  the  idea  that  the  federal  government's  oper- 
ating system  is  in  dire  need  of  a  sweeping  update.  Iowa  and 
New  Hampshire  proved  that  candidates  ignore  these  voters 
at  their  peril.  Youth  turnout  surged  by  25  percentage  points  in 
the  Granite  State  over  2004,  according  to  the  Student  Public 
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"WE  SHOULD  ONLY  HAVE  PRIVATE  INSURANCE. 
[McCAIN]  IS  SO  MUCH  MORE  REALISTIC  AND  SMART 


ABOUT  HEALTH  CARE' 


ROBBIE  COHEN,  23,  COLUMBIA  MEDICAL  SCHOOL 


Interest  Research  Group,  which  is  dedicated  to  getting  young 
people  to  the  polls.  John  McCain  and  Clinton  attracted  most  of 
the  25-  to  29-year-olds,  while  Obama  won  over  those  aged  18 
to  24.  The  candidates  seem  to  understand  that  the  Millennials 
could  have  a  disproportionately  loud  voice  in  November  and 
are  starting  to  target  them  more  assiduously.  Note  the  near- 
comic  zigzagging  of  campaigns  after  Iowa,  when  politifcians 
refined  their  talking  points  to  appeal  to  Gen  Y.  Clinton  even 
replaced  the  oldsters  surrounding  her  on  camera  during  her 
Iowa  concession  speech  (including  a  certain  former  President) 
with  more  youthful  props  at  her  New  Hampshire  victory. 

Gen  Yers  have  plenty  to  be  exercised  about.  They're  inher- 
iting an  economy  in  which  many  of  the  things  their  parents 
took  for  granted  are  evaporating:  company -provided  health 
insurance,  attainable  housing,  Social  Security,  affordable  edu- 
cation, well-paying  jobs.  Weaned  on  self-esteem  and  jacked 
up  on  Digital  Age  entitlement,  they  take  themselves  serious- 
ly—and expect  their  elected  representatives  to  do  the  same.  "I 
think  about  the  costs  of  having  a  family,  and  it's  going  to  be 
so  difficult,"  says  Edward  Summers,  25,  an  Obama  supporter 


and  assistant  to  the  president  of  Marl  i 
College inPoughkeepsie,N.Y.  "Thego\  ' 
ernment  needs  to  intervene  to  revive  tl  1 
middle  class." 

At  first,  the  Millennials  were  tl 
Children  of  the  Rising  Dow.  They  gre 
up  during  the  greatest  period  of  weaH  \ 
creation  in  modern  history,  but  watche ' 
their  elders  consume  resources  and  ru  4 
up  deficits  as  if  the  party  would  nevi^ 
end.  Then  came  the  dot  -  com  crash,  te» 
rorism,  war,  climate  change.  Epic  unceu 
tainty  informs  their  worldview.  Whe* 
asked  to  name  the  issues  they  care  mo« 
deeply  about,  bread-and-butter  cort 
cerns  such  as  the  economy,  health  canf 
and  education  routinely  rank  high.  Inai 
October  Pew  Research  Center  poll,  8o'T 
of  voters  aged  18  to  29  cited  the  econoiu 
as  a  "very  important"  concern,  vs.  6l'l 
who  felt  the  environment  was  a  majcjl 
issue— a  telling  finding  given  all  tM 
campus  activism  swirling  around  globi 
warming  these  days.  I 

Talk  of  recession,  a  weak  dollar,  ani 
rising  unemployment  all  animate  Milj 
lennials'  economic  angst.  But  there's  a  lot  more  to  it  tha 
that .  Young  people  may  not  know  that  the  inflation  -  adjusted 
earnings  of  new  coUege  grads  have  fallen  8.5%  since  2000.  BB 
they  can  feel  it  in  the  deflated  salaries  and  shriveled  benefit 
they  command,  even  in  white-collar  jobs.  They  don't  ne& 
an  economics  degree  to  understand  that  the  middle  class « 
squeezed.  This  generation  has  grown  up  watching  parenr 
struggle  to  stretch  a  buck.  They  lived  through  the  mass  lay  1 
offs  during  the  corporate  scandals  earlier  this  century.  "Tho 
saw  their  parents  get  burned,"  says  Claudia  Tattanelh,  CEO  di 
Universum  Communications,  a  research  firm  that  speciahzi^ 
in  Millennial  workplace  issues.  "They  watched  40l(k)s  thi» 
never  got  paid,  parents  losing  health  plans."  I 

'NO  SAFETY  NET'  IK 

As  the  government  and  employers  shift  more  responsibilii  '1 
for  benefits  hke  health  care  and  retirement  onto  the  shouldei  D 
of  individuals,  many  Miflennials  see  themselves  as  unwittiri ): 
victims.  Although  that  trend  has  been  building  for  decadelrl 
this  may  be  the  first  generation  to  fully  feel  the  great  shift  ( 


WHAT  MILLENNIALS  CARE  ABOUT 


PERCENTAGE  OF  VOTERS  AGES  18-29  WHO 
CITED  EACH  ISSUE  AS  "VERY  IMPORTANT" 
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c  in  their  bones.  "This  is  a  group  of  people  who  understand 
at  it  means  to  have  no  safety  net,"  says  Elizabeth  Warren,  a 
rvard  University  School  of  Law  professor  and  co  -  author  of 
>,  Two -Income  Trap.  "Millennials  walk  the  economic  high 
e.  If  nothing  goes  wrong,  they  will  make  it  safely  to  the 
er  side.  The  sUghtest  disruption— a  layoff,  an  illness— and 
y  are  off  the  wire  and  falling  hard." 

'hat  sense  of  uncertainty  is  omnipresent  for  22-year-old 
sa  Jamison.  Growing  up,  the  George  Mason  University 
ior  took  ski  trips  with  her  family  every  winter.  But  after 
dot-com  bust,  her  father's  insurance  business  in  Virginia 
ch,  Va.,  suffered.  The  family's  financial  precariousness 
med  compounded  by  the  danger  Jamison  saw  around  her. 
I  watched  a  friend's  family  struggle  to 
the  mother's  monthly  $6,000  che- 
therapy  bill  after  insurance  wouldn't 
er  it.  She  saw  her  grandmother,  a 
;her  for  30  years,  unable  to  make  ends 
5t  on  her  pension  and  Social  Secu- 
benefits.  Jamison  wants  to  go  to  law 
ool  but  fears  taking  on  the  massive 
ient  loans  that  would  require. 
L  more  apt  name  for  people  like  her 
Y  be  Generation  Debt.  No  group  has 
r  started  life  so  deeply  in  the  hole ,  due 
nly  to  mounting  college  costs,  dwin- 
ig  financial  aid,  and  credit  -card  debt. 
!  average  college  student  now  gradu- 
i  with  $20,000  in  loans.  Drew  Uni- 
>ity  sophomore  Dominique  Wilburn, 
works  three  jobs— at  a  bookstore,  as 
sident  assistant  in  a  dorm,  and  at  the 
ool  g3an— to  support  herself  and  pay 
ler  $4 1 ,  o  o  0  debt . "  In  today 's  day  and 
,  you  have  to  have  a  degree,  a  gradu- 
degree,  to  be  competitive,"  says  Wil- 
n.  What  Millennials  want  done  about 
lent  debt  depends  on  which  candi- 
i  they  support.  But  Wilburn,  a  Chnton  supporter,  speaks 
many  of  her  peers  when  she  says:  "It's  a  huge  issue  for  our 
eration  and  not  enough  attention  is  being  paid  to  it." 
et  even  a  degree  does  not  insulate  twentysomethings 
nthe  vagaries  of  a  winner -takes -all  society.  After  gradu- 
in,  Millennials  move  on  to  conduct  job  searches  in  what 
become  the  new,  global  discount  labor  bazaar,  competing 
inst  their  pennies-on-the-dollar  counterparts  in  China 
,  India.  Almost  every  young  person  you  talk  to  knows  a 
five  or  family  friend  whose  job  has  been  sent  overseas, 
tthew  Kracher,  a  26-year-old  who  works  for  the  Massa- 
setts  state  government  and  is  leaning  in  favor  of  former 
lublican  Governor  Mitt  Romney,  says  his  sister  lives  in 
stant  fear  of  losing  her  fashion  industry  job  to  outsourc- 
.  "Entire  companies  get  up  and  leave  the  U.S.,"  he  says, 
lat's  terrible." 

lillennials  also  have  to  contend  with  the  fact  that  the  qual  - 
)f  jobs  produced  in  the  U.S.  is  not  what  it  was.  When  their 
snts  came  of  age,  the  paternalistic  corporation  was  the 
linant  employer,  offering  career  paths  with  generous,  life  - 


time  benefits  and  middle -class  salaries.  Today's  biggest  job 
growth  is  among  the  service  jobs  held  by  the  working  poor; 
the  largest  employer,  Wal-Mart.  That's  a  key  reason  why 
economist  Jared  Bernstein  sketches  out  the  Millennial  plight 
as  "starting  lower,  growing  slower." 

No  wonder  this  generation  is  so  obsessed  with  structure, 
savings,  and  security.  Job  recruiters  say  these  are  the  pri- 
mary themes  in  interviews.  When  asked  about  the  most 
desirable  attributes  in  an  employer,  students  listed  "good 
benefits  package"  far  ahead  of  high  salaries  or  opportuni- 
ties for  advancement ,  according  to  the  National  Association 
of  Colleges  &  Employers.  In  part,  that's  because  most  expect 
Social  Security  to  be  dead  and  buried  long  before  they  reach 
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[OUTSTANDING  STUDENT  LOANS  ARE]  A  HUGE  ISSUE 
FOR  OUR  GENERATION,  AND  NOT  ENOUGH  ATTENTION 


IS  BEING  PAID' 


DOMINIQUE  WILBURN,  20,  DREW  UNIVERSITY 


retirement  age.  Dan  Burke,  a  28 -year -old  supporter  of  Rep- 
resentative Ron  Paul  (R-Tex.)  who  lives  on  Long  Island  and 
owns  a  Web  retailer,  believes  it's  unfair  that  he  must  con- 
tribute to  Social  Security.  "We  are  forced  to  put  our  hard- 
earned  money  into  it ,"  he  says.  "And  yet  my  generation  won't 
see  a  penny  of  it." 

And  don't  get  these  voters  started  on  health  care— they 
won't  stop  talking  about  it.  Today's  19-  to  29-year-olds  make 
up  the  fastest-growing  group  of  uninsureds  in  the  U.S.  "My 
friends  can't  afford  to  get  sick,"  says  23-year-old  Alana  Kohn, 
a  Clinton  supporter  and  2007  University  of  Michigan  gradu- 
ate. Most  Millennials  who  consider  themselves  Democrats  or 
independents  support  some  kind  of  national  health  insurance 
program,  which  the  leading  Democratic  candidates  all  favor. 
Erin  Armstrong,  a  20  -year-old  Obama  supporter  who  attends 
St.  Olaf  College  in  Northfield,  Minn. ,  is  on  her  parents'  health 
plan  but  dreads  the  day  she  graduates  and  has  to  pay  the  pre- 
miums herself.  "Health  care  is  something  that  needs  to  be  pro  - 
vided  for  every  American  at  an  affordable  price,"  she  says. 

Given  all  the  pressures  and  economic  gloom,  you  might 
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1  THINK  ABOUT  THE  COST  OF  HAVING  A  FAMILY. 
THE  GOVERNMENT  NEEOS  TO  INTERVENE  TO  REVIVE 


THE  MIDDLE  CLASS' 


EDWARD  SUMMERS,  25,  MARIST  COLLEGE  STAFF 


wonder  why  today's  twentysomethings  don't  despair  and 
disengage.  There's  a  simple  answer:  They  weren't  raised 
that  way.  Growing  up  in  the  era  of  cater-to-kids  pohtics,  the 
V-Chip,  and  hehcopter  parenting,  they  were  the  most  cod- 
dled generation  ever,  infused  with  their  elders'  belief  that 
they  possessed  unique  abilities.  They  also  have  been  the  most 
marketed-to  generation,  giving  rise  to  their  BS -despising, 
post  -  ironic  disdain  for  any  political  solution — or  candidate — 
that  doesn't  seem  straight  up.  Thus  their  attraction  so  far  to 
candidates,  like  Obama,  McCain,  and  Paul,  who  they  beheve 
are  outsiders  representing  change. 

SOCIAL  NETWORKING  JUGGERNAUT 

As  any  chief  marketing  officer  knows,  this  generation  be- 
lieves in  "owning"  its  favorite  brands.  Its  members  carry  the 
same  ethos  to  their  political  activism.  Bringing  the  music 
and  media  industries  to  their  knees  was  also  empowering— 
providing  Gen  Yers  with  the  self-  confidence  for  a  third- way, 
post-partisan  manner  of  doing  things.  It's  striking  that  the 
largest  group  of  i8-  to  24-year-olds,  some  40%,  consider 
themselves  independent,  according  to  a  recent  survey 
conducted  by  Harvard  University,  with  35%  identifying  as 
Democrats  and  25%  as  Republicans.  Millennials,  like  many 
Americans,  may  have  lost  faith  in  the  poHtical  Estabhsh- 
ment ,  but  they  have  utter  faith  in  themselves  and  their  wiki  - 
inspired  abilities  to  get  things  done. 

For  all  these  reasons,  yesterday's  solutions  don't  interest 
them.  They  understand  the  power  of  networked  humanity. 
So  a  candidate  who  says,  "Vote  for  me  and  I'll  create  a  lot  of 
programs,"  leaves  them  cold.  One  who  says,  "Join  me,  and 
together  we  can  change  this  country  and  the  world,"  takes  a 
page  right  out  of  Web  2 . o  and  summons  them  to  action. 


To  a  greater  or  lesser  degree ,  all  of  tl 
campaigns  have  been  targeting  MilleJ 
nials .  Romney  talks  on  the  stump  aboi 
how,  as  governor  of  Massachusetl 
he  instituted  a  scholarship  program 
defray  college  costs.  All  are  positioi 
ing  themselves  as  digitally  aware.  G( 
hopeful  and  former  Arkansas  Govern , 
Mike  Huckabee  lists  his  favorite  mo 
ies,  which  include  The  Godfather  ai 
Casablanca,  on  his  Facebook  pag 
Romney 's  My  Space  page  features  ph 
tos  of  backers  who  are  far  from  tl 
Young  Republican  stereotype.  They  ii 
elude  one  young  woman,  calling  herst 
Christena,  shot  topless  from  the  ba 
and  sporting  a  massive  tattoo  and  al 
a  heavy-metal  band  from  Californi 
called  "Fatal  Attraction." 

But  in  the  wake  of  Iowa  and  Nd 
Hampshire,  expect  to  see  the  candi 
dates  scrambling  after  Gen  Y  voters  > 
never  before.  No  one,  so  far,  is  goi)i 
after  them  harder  than  Clinton.  Tl 
moment  she  got  off  her  plane  in  Ne 
Hampshire,  she  told  reporters:  "This 
especially  about  all  of  the  young  people  in  New  Hampshi 
who  need  a  President  who  won't  just  call  for  change,  buh 
President  who  will  produce  change."  Then  her  campai] 
began  holding  roundtables  with  young  undecideds,  inclui 
ing  one  on  the  campaign  bus  that  featured  the  suddenly  ve 
visible  Chelsea  CUnton,  a  demographically  correct  age  27.  T 1 
Clinton  people  also  launched  an  "Ask  Hillary"  feature  on  th(i 
Web  site  allowing  young  voters  to  pose  questions  directly  i 
the  candidate.  And  before  long  Clinton,  surrounded  by  wbi 
sometimes  looked  like  an  Abercrombie  &  Fitch  ad,  began  pay 
pering  her  speeches  with  references  to  Gen  Y. 

They  're  all  playing  catch  -  up  to  Obama,  of  course .  For  mo 
than  a  year,  the  senator's  "adultescent"  campaign  staffe* 
have  been  swarming  college  campuses  in  beat -up  cars  wi 
college  logos,  collecting  names,  building  databases,  an 
creating  a  social  networking  juggernaut  that  would  ma: 

Facebook  founder  Ma 

Zuckerberg  proud.  T 

Obama  youth  moveme 

may  burn  out  before  Ns 

vember.  But  by  taklM 

the  economic  concer 

of  America's  twent; 

somethings  seriously . 

has  put  the  spotlight  1 

a  generation  intent  1 

wielding  their  power  f 

change.  iBWi 

-With  Jessica  Silver - 

Greenberg,  Paula 

Lehman,  Eamon  Javers, 

Data:  Harvard  Institute  of  Politics  and  LiudsCy  GcrdeS 


WHERE  THEY  STAND 
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=IFTY  YEARS  AT  THE 
IRAWING  BOARD 


Steve  Ha  mm 


At  75,  design  pioneer  Richard  Sapper 
continues  to  push  his  craft  in  new  directions 


get  to  Richard  Sapper's  studio  in  central  Milan,  you  have 
take  a  creaking,  loo-year-old  elevator  to  the  fourth  floor 
the  apartment  building  where  he  and  his  wife  have  lived 
decades.  The  elevator  has  the  original  dark  wood  paneling, 
i  the  ancient  gears  and  pulleys  hoist  it  upward  at  a  glacial 
:e.  So  the  feehng  on  approaching  Sapper's  lair  is  that  you're 
vehng  back  in  time .  But  Sapper,  a  pioneer  of  industrial  de  - 
n  who  got  his  start  at  Daimler-Benz  in  the  mid-1950s,  is 
t  stuck  in  the  past.  Even  at  75,  he  is  still  experimenting. 
\  German  who  adopted  the  world's  fashion  capital  as  his 
me.  Sapper  designs  singular  products  that  people  keep  for 
irs  and  companies  sell  for  decades— for  example,  the  Think - 
i  laptop  for  IBM  (Lenovo  now  owns  the  ThinkPad  brand) 
the  Tizio  Lamp  for  Italy's  Artemedi.  A  Sapper  design  often 
nbines  advanced  technology,  simplicity  of  form,  and  sur- 
se.  "The  most  important  thing  for  me  is  to  give  everything 
I  do  a  form  that  expresses  something,"  he 
apper  and  the  g^yg  uj^,^  ^^^  neutral.  It  has  apoint  of  view 
stinctive  Halley  ,  i-.    „ 

mp,  which  won       and  a  personality." 

wards  but  sold  Which,  to  Some,  can  be  a  problem.  Cor- 

joriy  porations  have  awoken  to  the  importance 


of  industrial  design  toti^ir  marketplace 
performance ,  yet  there's  a  heated  debate 
over  what's  the  best  approach.  On  one 
side  are  the  iconic  designers,  whether 
old  like  Sapper  or  young  like  Yves  Behar 
of  San  Francisco's  Fuseproject,  known 
for  Birkenstock's  trendy  Footprints  hue. 
They  create  products  the  way  painters  create  art— using  their 
individual  taste,  skill,  and  intuition.  A]pple  Inc.'s  CEO  Steve 
Jobs  and  chief  designer  Jon  Ive  belong  to  this  camp.  The  alter  - 
native  tack,  represented  by  firms  such  as  Boston's  Continuum 
and  SOicon  Valley's  IDEO,  is  all  about  using  teams  of  designers, 
engineers,  business  strategists,  ethnographers,  and  human 
factors  specialists  to  produce  more  predictable  sales  results. 

Each  side  has  its  proponents.  "We  need  breakthroughs. 
They  don't  come  from  an  experimental  process.  They  come 
from  the  mind  of  a  great  designer,"  says  Don  Norman,  pro- 
fessor at  Northwestern  University  and  author  of  the  book 
The  Design  of  Future  Things.  Gianfranco  Zaccai,  Continu- 
um's president,  fires  back:  "Real  design  is  seldom  done  by 
one  person,  but  rather  it  is  best  done  by  a  group  of  people, 
with  different  skills  and  sensibilities,  working  together." 
Continuum  boasts  a  long  list  of  clients  including  American 
Express,American  Greetings,  and  Procter  &  Gamble. 

The  fate  of  one  of  Sapper's  most  recent  projects  shows  the 
risks  a  company  takes  when  it  rehes  too  much  on  bold  design 
to  win  in  the  marketplace.  The  Halley  lamp,  which  Sapper 
created  in  2005  for  Lucesco,  won  awards  but  sold  poorly.  The 
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"I  HAVE  PROVED  THROUGH  MY  WORK  THAT  YOU  DO 
HOT  HEED  BIG  TEAMS  TO  CREATE  IWNOVATIOW.... 
BIG  TEAMS  OFTEN  ACT  AS^KES  TO  INNOVATION 


lamp  has  a  distinctive  look,  with  long,  graceful  spindles  and  a 
fan -cooled  light  that  looks  a  bit  like  a  small  aircraft.  The  Halley 
was  too  ^cpifhsive  to  build,  however,  and  th^re  simply  wasn't 
enoughdemand  for  lamps  that  cost  $510  to  $640.  Lucesco  co- 
ffounder  Qurtis  Abbott  doesn't  blame  Sapper.  "Going  for  an 
iconic  designer  and  for  Richard  was  not  i  mistake,"  says  Ab- 
bott. "Our  mistake  was  we  didn't  have  the  market  research  to 
help  us  understand  the  sales  potential  for  this  product." 

Sapper  has  plenty  of  satisiied  customers.  Over  a  career 
k  spanning  50  years,  he  has  designed  more 

than  200  products — everything  from  the 
rearview  mirror  on  the  1956  Mercedes 
300SL  Roadster  to  the  1998  Zoornbike 
foldable  bicycle  for  Elettromontaggi. 
"I  think  that  I  have  proved  through  my 
work  that  you  do  not  need  big  teams  to 
create  innovation.  As  a  matter  of  fact, 
big  teams  often  act  as  brakes  tainnova- 
tion,"  he  says.  "However,  you  need  big 
teams  to  translate  innovative/ideas  into 
masi^produced  products."  // 

As\ou  might  expect,  Sapper  often 
works  3jpne .  A  small  studio  in  his  apart  - 
ment  ov^ooks  Milan's  sprawling,  tree- 
dotted  Pareo  Sempione  pliza.  There,  he  sits  at  a  large  table  lit 
by  lamps  of  his  own  desigb  and  cluttered  with  models,  draw- 
ings, and  notes  to  himself.  At  a  meeting  last  fall,  he  wore  his 
usual  uniform  of  denim  shirt  and  jeans  and  spoke  in  careful 
English.  From  time  to  time,  he  jumped  up  to  grab  an  item  off  a 
shelf,  or,  in  one  case,  to  roll  a  Zoombike  into  the  room  to  show 
how  it  folds  up  like  an  umbrella. 

Sapper  is  something  of  a  Renaissance  Man.  He  grew  u' 
Munich  and  Stuttgart  and  studied  engineering,  philosopffy, 
and  economics  before  shifting  to  design.  There's  a  twinkle  in 
his  eye  as  he  describes  hisfirst  job  at  Daimler.  "I  made  a  whole 
series  of  proposals  about  how  Mercedes  should  change  the 
way  it  designs  cars,"  he  recalls.  "I  gave  it  to  my  boss.  After  two 
weeks  he  called  me  and  said:  'Your  proposals  are  very  interest  - 
ing,  but  naturally,  Mercedes  will  never  make  cars  like  this.' " 

Sapper  decided  on  the  spot  that  he  didn't  want  to  work  in  a 
large  bureaucracy.  He  quit  and  moved  to  Milan.  Over  the  next 
18  years,  he  worked  with  famed  architect  and  designer  Marco 
Zanuso  on  a  series  of  products,  including  the  Grillo  phone 
for  Siemens  in  1965,  which  presaged  the  clamshell  design  of 
today's  mobile  phones.  Then  he  ventured  out  on  his  own.  Says 
Paola  Antonelli,  curator  of  architecture  and  design  in  New 
York's  Museum  of  Modern  Art:  "This  is  one  of  the  rare  in- 
stances when  you  can  say  that  a  master  designer  has  designed 
consumer  products  that  go  everywhere." 

His  facility  with  technology  and  strong,  simple  forms  led 


IBM  to  hire  him  as  its  principal  industri ' 
design  consultant  in  1980.  Even  thouf 
Big  Blue  then  was  an  old-line  compai  ij 
selling  most  of  its  big  computers  to  co  I 
porations,  it  had  a  long  history  of  usii ' 
design  to  bolster  its  brand,  beginnii 
with  its  distinctive  blue -striped  log 
Sapper  made  his  mark  with  the  Thinl 
Pad,  which  he  conceived  as  an  elegant  plain  black  box  with 
surprise  inside:  a  small  red  button  for  controlling  the  cursi 
on  the  display  screen. 

Before  the  ThinkPad  came  out  in  1992,  IBM's  internal  desij ' 
team  had  done  extensive  research  and  even  asked  customers ; 
draw  what  they  thought  a  portable  computer  should  look  liH 
"Richard  thought  this  was  absurd,"  says  Sam  Lucente,  wb 
was  an  IBM  designer  then  and  is  now  vice-president  for  desij 
at  Hewlett-Packard.  "He  was  a  purist."  , 

These  days.  Sapper  continues  to  puj 
his  craft  in  new  directions.  He  worki 
with  industrial  designers  at  Lenovo  th' 
year  to  create  a  twist  on  the  ThinkPi 
theme -the  ThinkPad  Reserve  Editiot 
a  hmited- edition  notebook  computi' 
clad  in  tan  French  leather.  It's  the  firi' 
ThinkPad  ever  that  wasn't  black, 
stylish  new  outdoor  chair  from  Italjt 
Magis,  called  Tosca,  is  made  of  injeu 
tion- molded  plastic  and  stands  up : 
any  weather.  A  set  of  kitchen  kniveS'^ 
coming  from  Italy's  Alessi  next  year. 
Alessi  typifies  the  kind  of  client  thl 
hires  brand-name  designers.  The  com 
pany,  whose  products  are  sold  in  ston 
such  as  Macy 's  and  Nordstrom,  has  bui 
its  reputation  for  fine  kitchen  utens:' 
and  appliances  on  the  creativity  of  sun 
designers  as  Achille  Castiglioni,  Michael  Graves,  and  Philipj 
Starck.  Sapper  has  done  nine  projects  for  Alessi,  startingj 
1977.  The  goal  is  to  produce  items  that  combine  the  designex 
vision  with  the  company's  brand  image.  "Richard  gets  ini 
long  and  hotly  contested  arguments  with  our  engineers,  hv 
at  the  end,  the  results  are  stunning  and  our  technical  skills  a 
stronger,"  Managing  Director  Alberto  Alessi  says. 

Sapper's  opinions  are  as  pointed  today  as  they  were  ba  J 
when  he  was  first  defining  the  industrial  design  professio, 
He's  an  enemy  of  fad  and  the  throwaway  culture.  "I'm  inte 
ested  in  fashion,  but  only  as  long  as  things  stand  up,"  he  saj 
"  It  must  stand  up  to  time ." 

In  his  studio,  at  the  end  of  a  leisurely  chat,  he  leans  ba 
in  one  of  the  Tosca  chairs  and  ruminates  when  asked  how  1 
thinking  has  changed  over  the  years.  Finally,  he  says:  "T 
most  significant  change  is  I  see  things  clearer.  I  know  mc 
exactly  what  I  want  than  I  did  when  I  was  young."  No  room  i 
a  committee  here.  iBWi 

BUSINESSWEEK.COM   I    For  more  on  Sapper  and  Continuum,  go  to 
I   businessweek.com/go/08/sapper. 


The  Thinl<Pad 
Reserve  Edition  is  a 
new  twist  on  Sapper's 
breakthrough  design 
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AN  IDEA 

THAT 

REALLY 


CLICKED 


By  Larry  Armstrong 


Chris  and  Don  MacAskill 
parlayed  a  love  of  taking 
pictures  into  a  hit  Web  site 


It  was  2002,  not  an  auspicious  year  for  starting  a  Web  busi- 
ness. But  for  lifelong  shutterbug  Chris  MacAskill,  54,  it  was 
time  to  leave  his  job,  which  had  become  more  administrative 
hassle  than  adventure,  and  have  some  fun.  Along  with  one  of 
his  three  sons,  30 -year-old  Don,  MacAskill  decided  to  start 
a  subscription-based  business  that  would  give  photo  enthusiasts  a  place  to  store  and  exhibit  shots 
online.  They'd  call  it  SmugMug,  reflecting  MacAskill's  belief  that  great  brands  should  have  catchy 
names— easy  to  say,  easy  to  type,  easy  to  spell.  At  first  blush  the  idea  seemed  preposterous:  Competi- 
tors such  as  Ofoto,  Snapfish,  andShutterfly  were  well- estabhshed,  and  free.  The  business  that  wasn't 
already  taken  by  them  was  split  among  the  likes  of  Canon,  Nikon,  and  Sony,  which  offered  photo  shar- 
ing as  a  service  to  camera  buyers.  But  today,  SmugMug  is  the  destination  of  choice 
for  professionals  and  serious  amateurs,  with  more  than  450,000  customers,  includ-  '  ^l^  Jp  smug°Mug, 
ing  nearly  120,000  subscribers  who  pay  $40  to  $150  a  year  for  the  service.  Revenues     i  ^  ^^^"^  *°  ^^°'^ 

°  ■'  ^         .  r    J        '  ^  J  I    gi^jj  exhibit 

doubled  in  2007,  as  they  have  for  the  past  three  years,  to  $12  million.  With  only  29       photos  online 
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Go  >vith  the  retirement  leader. 
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your  401  ( 
retiremen 


The  Fidelity  Rollover  IRA  Advantage 

Rollover  Specialists.  Experts  who  make  it  easy  to  move  your  IRA  or  old  401(k)s. 

Free  investment  help.'  We  give  you  one-on-one  help  choosing  among  both 
Fidelity  and  non-Fideliry  funds  —  with  no  commissions  and  no  sales  pressure. 

More  4-and  5-stax  funds.^  We  manage  more  highly-rated  mutual  funds  than  any 
other  company  —  and  of  course,  you  can  also  choose  stocks,  bonds  and  CDs. 

No  IRA  account  fees.  Plus,  all  Fidelity  funds  are  no-load.' 

24/7  Service.^  Access  to  your  account,  including  someone  to  talk  with  anytime. 


Open  your  Fidelity  IRA  today. 


I 


Contribute. 

Transfer. 

Roll  over. 

Make  this  year's 

Bring  your  IRAs 

Convert  your  old  401  (k) 

contribution  to  a 

together  to  manage 

into  a  Rollover  IRA  to 

Fidelity  IRA. 

them  more  easily. 

expand  your  options. 

Before  investing,  consider  the  fund's  investment  objectives,  risks,  cfiarges,  and  expenses. 
Contact  Fidelity  for  a  prospectus  containing  ttiis  infornnation.  Read  it  carefully. 

Source  for  claim  that  "Fidelity  is  America's  #1  retirement  provider"  is  PLANSPONSOR  2007  Recordkeeping  Survey"'  Asset  International  Inc 
Based  upon  defined  contribution  assets  and  participants  of  record  keepers  reporting  as  of  12/31/06.  Cerulli  Associates,  The  Cerulli  Edge^ 
Retirement  Edition,  Third  Quarter  2007.  Based  on  an  industry  survey  of  firms  reporting  Total  IRA  Assets  Administered  for  Q1  2007. 
Please  consider  all  applicable  fees  &  features  before  moving  your  account. 
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provider. 


If  you  have  a  401  (k)  from  a  previous  job,  you  want  your  retirement  savings  to  work  as  hard  as  they  can. 
A  Fidelity  Rollover  IRA  may  be  right  for  you.  You'll  have  a  RiU  range  of  investment  options  plus  the  help 
you  need  to  choose  the  ones  for  you. 

Free,  one-on-one  help  from  a  Rollover  Specialist. 

With  a  litde  help,  moving  an  old  401(k)  can  be  easy.  Call  us  or  stop  by  a  Fidelity  Investor  Center  to  talk 
with  someone  who  knows  how  to  get  it  done.  Our  Rollover  Specialists  can  even  help  with  the  paperwork 
and  contacting  your  former  employer. 


ill  1.800.823.0169  or 

it  Fidelity.com/rolloverleader 


k 


Smart  move! 


ice  is  provided  by  Fidelity  Representatives  through  the  use  of  Fidelity's  suite  of  guidance  tools.  These  tools  are  educational  tools 

)t  intended  to  serve  as  the  primary  or  sole  basis  for  your  investment  or  tax-planning  decisions. 

0/31/07,  85  out  of  157  funds  rated  4  or  5  stars  by  Morningstar. 

expenses,  brokerage  cornmissions,  and  SIMPLE  IRA  fees  still  apply  Depending  on  your  situation,  low-balance,  short-term  trading,  and 

It  closing  fees  mav  apply  Other  fees  and  expenses  applicable  to  continued  investment  are  described  in  the  fund's  current  prospectus. 

1  availability  and  response  time  may  be  subject  to  market  conditions. 

Srokerage  Services,  Member  NYSE,  SIPC  479943 
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employees  (including  seven  Mac- 
Askills),  it's  profitable. 

MacAskill's  fascination  with  pho- 
tography goes  way  back.  When  his  kids 
were  young,  he  spent  hours  obsessively 
turning  the  living  room  into  a  photo 
studio,  complete  with  huge  seam- 
less-paper backdrops  and  professional 
lights.  His  home  movies  from  the  '80s 
aren't  chps  of  random  events  but,  well, 
movies— meticulously  edited,  with 
characters  and  story  lines. 

Until  2002,  photography  had  been 
purely  a  sideline  while  MacAskill  raced 
to  make  his  fortune  on  the  Internet. 
The  plan  was  to  build  a  company, 
take  it  public,  and  cash  out.  So  in  the 
'90s,  he  started  an  online  bookstore, 
FatBrain,  in  his  garage  in  Mountain 
View,  Calif.  Within  four  years,  FatBrain 
had  grown  into  a  $100  million  enter- 
prise, the  third-largest  online  book- 
seller after  Amazon.com  and  Barnes 
&  Noble.  In  2000,  Barnes  &  Noble 
bought  FatBrain,  by  then  a  public 
company,  for  $62  million  in  stock  and 
cash.  MacAskill's  take— he  owned 
6%  of  FatBrain  before  the  sale— came 
largely  in  Barnes  &  Noble  stock,  most 
of  which  he  eventually  sold. 


MORE  INSPIRING 

That  left  MacAskill  with  a  hefty  nest 
egg  and  an  electronic  vanity  press, 
Mighty  Words,  that  had  been  spun 
out  of  FatBrain.  But  consumers  never 
bought  into  the  concept  of  e-books, 
where  authors  publish  and  sell  works 
in  electronic  form,  and  Mighty- 
Words  ran  out  of  money.  Mac  - 
Askill  was  forced  to  lay  off  the 
whole  staff,  and  he  shut  down  the 
company  in  early  2002. 

In  the  wake  of  the  Mighty- 
Words  failure,  and  mindful  of  how 
inventory  snafus  and  other  hassles 
turned  low-margin  FatBrain  into 
"just  another  job,"  MacAskill 
wanted  something  more  inspir- 
ing. "I  was  facing  the  question  of 
what  to  do  with  the  rest  of  my  life ," 
he  says.  This  time,  he  wouldn't  be 
focused  on  cashing  out .  And  he  'd 
fund  the  venture  himself  (he  and 
Don  each  own  40%  of  SmugMug; 
20%  is  set  aside  for  employees). 

After  selling  off  FatBrain, 
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MacAskill  had  launched  a  Web  site 
about  motorcycling.  Adventure  Rider 
(advrider.com)  was  a  message  forum 
where  bikers  exchanged  tips  and  trip 
reports.  "I  realized  we  all  just  wanted  to 
show  off  our  photos— of  ourselves,  our 
bikes,  places  we  visited."  Meanwhile, 
Don  was  trying  to  start  a  site  for  video 
gaming,  his  passion.  It  would  include 
forums  and  photo  gal- 
leries. "Don  found  that 
what  people  loved  was 
showing  off  screen 
shots,"  says  MacAskill. 

The  duo  decided  to 
get  rid  of  the  gaming 
component  and  focus 
Don's  venture  solely  on  photo -sharing. 
Even  with  competitors  offering  such 
service  free  of  charge ,  the  Mac Askills 
I  saw  an  opening  for  a  subscription  - 
based  offering.  Existing  sites'  business 
models  depend  on  getting  customers 
to  buy  prints  —  and  mugs,  albums,  even 
cookies  with  photos  on  them.  For  them, 
sharing — providing  a  way  for  family 
and  friends  to  see  your  photos — is  a 
means  to  an  end.  So  sites  insist  friends 
sign  up  in  order  to  see  your  photos; 
they  surround  albums  with  advertis- 
ing; they  delete  images  if  you  don't  buy 
something  at  least  once  a  year.  "We 
don't  care  whether  you  buy  prints  or 

not;  we  just  want  your 
Says  Don  subscription  fee,"  Mac - 

MacAskill  ,    ,  .„ 

(right):  "We're  Asklll  sayS. 

the  premium  Why  WOUld  shut  - 

offering"  terbugs  pay  a  fee  when 


they  could  get  the  same  basic  servic 
free  ?  It's  mostly  because  pictures  lo 
a  lot  better  on  SmugMug,  says  Don, 
If  a  consumer  has  a  large  monitor, 
images  display  at  1,280  x  1,024  pixe'. 
compared  with  about  400  x  300  for  f, 
a  typical  free  site.  Pictures  fill  up  thn 
entire  browser  window  rather  than  1 
ing  flanked  by  ads.  Photographers  gi: 


Photographers  get  to  show  off  high- 
resolution  images  in  Web  albums  free  of 
clutter.  Pictures  fill  the  browser  window 


to  show  off  high-resolution  images 
in  Web  albums  free  of  clutter.  Says 
Don:  "I'd  be  hard-pressed  to  name  £. 
industry  that  doesn't  have  a  premiui 
offering  that  costs  more,  whether  it'; 
first  class  over  coach,  Apple  over  Dst 
BMW  over  Toyota.  We're  the  premiii 
offering  in  photo  -  sharing." 

SmugMug 's  biggest  challenge  cam^ 
in  2006,  when  the  site  began  to  run  o( 
of  space  to  store  copies  of  subscrib- 
ers' pictures.  It  was  burning  through! 
capital,  buying  disk  drives.  Help  carai, 
from  Amazon.com,  MacAskill's  form^ 
archrival  in  the  book  business.  "We  gj 
a  call  out  of  the  blue  from  Amazon  sa^ 
ing  they  were  coming  up  with  an  on- 
line-storage service,"  says  MacAskill 
SmugMug  first  used  Amazon  to  store 
backup  copies  but  eventually  movedi^ 
most  of  the  originals  to  the  service. 
The  smartest  move  the  comp( 
ny  made,  says  Don,  was  recruit ' 
ing  employees  from  customer 
ranks.  The  22  workers  who  aren: 
family  all  started  out  taking  pan 
in  a  message  forum.  Digital  Griri 
(dgrin.com),  that  SmugMug  se| 
up  in  2003.  Hiring  anyone  "wh 
hadn't  already  gotten  the  visior 
was  tough  for  a  tiny  company 
with  big  rivals,  says  Don.  t 

What  the  entrepreneurs 
recognized,  of  course,  was  that 
there  were  people  like  themseb 
itching  to  turn  a  hobby  into  a 
career.  Now,  says  MacAskill,  hi 
job  doesn't  feel  like  a  job:  "It's  1 
like  getting  up  and  going  to  woi 
every  day."  I BW I  « 
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URNINGPIEINTHESKY 
NTO  REALITY 


/Toddi  Gutner 

For  a  lawyer  turned  baker,  the  recipe  for 
success  means  more  than  good  cookies 


r  15  years,  Lisa  Daley  spent  between 
I  to  70  hours  a  week  as  managing 
:orney  of  a  large  litigation  and  busi- 
ss  law  firm.  In  the  back  of  her  mind, 
ough,  wedged  between  myriad  de- 
ls about  the  partner  review  process 
d  the  training  of  associates,  were 
>ions  of  sour  cream  coffee  cakes, 
itmeal-raisin  and  chocolate -chip 
Okies.  Brownies. 

Daley  didn't  necessarily  want  to  con- 
me  her  flour-fueled  fantasies.  She 
>t  wanted  to  bake  them.  "I'd  be  gone 
day  and  all  night  at  the  ofhce,  and  all 
wanted  to  do  was  make  cookies,"  she 
ys.  The  43-year-old  Daley  made  her 
st  chocolate -chip  cookies  at  age  12, 
d  later  baked  in  the  toaster  oven  in 
r  college  dorm.  ("It  was  quite  comi- 
l,"  she  says.)  She'd  long  dreamed  of 
ming  a  small -town  bakery.  Like  her 
her,  who  owned  car  dealerships,  and 
r  sister,  who  owns  a  horse -training 
m,  "I  wanted  a  shot  at  owmership," 
e  says. 

Over  the  years  Daley  peered  into 
my  empty  storefronts.  But  neither 
e  timing  nor  the  space  ever  seemed 
;ht.  And  then,  in  the  spring  of  2006, 
e  local  bakery  in  her  leafy,  upscale 
droom  community  of  Pelham 
anor,  25  minutes  outside  of  New 
rk  City,  came  up  for  sale.  "I  didn't 
ve  the  capital  or  the  coniidence  to 
ild  out  a  new  space,  but  I  did  feel  like 
ould  take  over  a  successful  bakery 
at  was  well-estabhshed,"  says  Daley, 
ingle  mom  of  a  12-year-old  boy. 
Daley  had  researched  how  much 
kery  businesses  sold  for,  so  knew  she 


could  buy  one  for  between  $150,000 
and  $250,000.  The  shop  for  sale,  The 
Bakery  at  Four  Corners,  fell  within  that 
range.  She  put  down  50%  of  her  sav- 
ings, and  closed  in  August  of  2006.  She 
financed  the  remainder  of  the  price 
with  a  two-year  note  from  the  previ- 
ous owner  and  a  loan  from  her  family. 
Daley  could  have  taken  out  a  home  eq- 
uity line  of  credit  or  second  mortgage, 
but  didn't  want  to  take  on  the  debt. 

DON'T  JUST  DO  IT 

For  many  people,  turning  a  hobby  such 
as  winemaking  or  gardening  into  a 
career  sounds  ideal.  Making  the  leap 
is  tough,  though.  "It  was  one  thing  to 
talk  about  giving  up  my  professional 
life,  but  it  was  another  thing  to  actu- 
ally do  it,"  says  Daley.  She  and  her  son 
have  medical  insurance  through  her 
ex-husband,  but  she  knew  she'd  take 
a  60%  pay  cut.  What  she  didn't  think 
about  were  "things  like  what  it  would 
be  like  to  be  the  new  kid  on  the  block, 
marketing,  or  the  huge  $300-a-week 
expense  of  paper  goods,"  she  says. 
It  was  humbling  to  be  a  beginner 
again  and  learn  everything  new,  from 
how  to  manage  a  kitchen  staff  of  eight 
Spanish -speaking  employees  (her  last 
Spanish  class  was  nearly  30  years  ago) 


Part  of  Daley's 
business  plan: 
Make  her  bakery 
a  community 
gathering  spot 


to  the  quickest  way  to 
tie  twine  on  the  bakery 
boxes  to  how  to  make 
her  cookie  recipe  taste 
just  as  good  when  in- 
creased sixfold.  It  helped  to  have  kept 
the  assistant  baker  from  the  former 
owner;  he's  now  head  baker. 

Early  on,  some  of  the  bakery's  exist  - 
ing  vendors  took  advantage  of  Daley 
and  charged  her  more  for  some  items. 
It  wasn't  long  before  she  "drew  the  line 
in  the  sand,"  she  says,  and  confronted 
them.  Over  time,  other  bakers  and  food 
service  people  became  mentors.  One 
baker  gave  her  the  name  of  a  vendor 
when  she  had  problems  with  her  paper 
suppHer,  and  said  to  use  his  name;  she 
credits  that  with  getting  better  pricing. 
He  also  let  her  watch  him  in  the  bakery, 
helping  her  learn  how  to  prepare  cakes 
in  bulk  and  prep  things  like  frosting 
in  advance  so  that  she  wasn't  always 
starting  from  scratch  on  rush  orders. 

The  first  year  also  taught  Daley  a  lot 
about  what  and  how  much  to  bake, 
as  well  as  how  to  price.  The  day  after 
Thanksgiving  in  2006,  Daley  had  280 
pies  left  over.  This  past  November, 
preorder  forms  went  out  at  the  begin- 
ning of  the  month.  The  number  of  pies 
left  over  this  year:  three.  She  found 
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CHANGING  LANES 


that  customers  told  her  if  she  charged 
too  much.  She  originally  priced  her 
cheesecakes  at  $20  but  has  since 
reduced  the  price  to  $16.  "It's  a  great 
study  in  commodity  pricing,"  she  says, 
noting  that  milk  has  increased  from  $11 
for  four  gallons  to  $13.65  in  six  months. 

A  big  change  for  Daley  has  been  the 
immediacy  of  the  business  and  her  role 
as  the  go -to  person.  "It  either  works  or 
it  doesn't,  and  it's  up  to  me  to  fix  it,"  she 
says.  "There  are  dozens  of  other  places 
my  customers  can  go.  I  want  to  make 
sure  they  enjoy  coming  here,  and  want 
to  come  back  here." 

To  that  end,  Daley  wants  The  Bakery 
at  Four  Corners  to  be  a  homey  com- 
munity gathering  spot.  She  hosts  a 
local  musician,  a  rock  star  of  sorts 
among  the  toddler  set,  for  a  free  music 
hour  and  recently  seated  about  40 
children  and  their  mothers  and  nan- 
nies. Older  women  from  the  nearby 
church  and  day  laborers  stop  by  for 
their  morning  coffee  and  Danish. 
Daley,  who  loves  to  write,  puts  out  a 
monthly  newsletter  featuring  recipes 
and  listing  special  bakery  events. 

While  baking  is  Daley's  passion,  her 
bakery  is  a  business.  She  constantly 
reminds  herself  of  her  father's  words 
when  she  told  him  she  wanted  to  own 
a  bakery:  "You're  going  to  have  to  sell 
a  lot  of  cookies  to  make  a  milhon  dol- 
lars." With  that  in  mind,  Daley  is  hop- 
ing to  increase  corporate  sales  from 
5%  to  30%  over  the  next  few  years. 
She's  started  marketing  to  schools, 
churches,  and  other  nearby  institu- 
tions. "I  peddle  my  stuff  everywhere," 
she  says.  "I  take  it  to  anyone  who  will 
accept  it."  Her  business  plan  has  her 
turning  a  profit  in  the  middle  of  her 
third  year. 

Eighteen  months  into  Daley's  new 
life  she  walks  her  son  to  school  and 
then  drives  five  minutes  to  her  bakery. 
"I  now  get  to  pick  which  80  hours  a 
week  I  work,"  she  says  with  a  laugh. 
At  the  end  of  year  one,  she  plowed  in 
a  bit  more  of  her  own  money  but  met 
her  debt  obligations.  She  considers 
herself  lucky.  "You  can  work  very  hard 
and  still  not  have  something  turn  out," 
she  says.  "Now  people  ask  me  a  million 
questions  because  I  represent  the  per- 
son who  can  do  it  if  you  want  to."  1 BW 1 
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RED  LIGHTS 


The  Perils  of  Following  your  Bliss 


Plenty  have  made  the  pas  - 
sion- to -profession  shift,  but 
there  are  challenges  that  can 
make  the  proposition  less 
alluring  than  it  first  appears. 
Chief  among  the  pitfalls  for 
professionals  thinking  about  a 
transition  are  the  following: 

•  What's  creative  and  per- 
sonal on  a  small  scale  can 
quickly  become  mechanical 
and  rote  when  writ  large. 

Ask  yourself:  Would  I  still  love  this 
activity  if  I  spent  almost  every  wak- 
ing hour  on  it  ?  Would  my  creative 
juices  still  flow  if  my  production 
increased  to  thousands  of  units  per 
month,  and  would  I  get  as  much 
gratiiication  from  building  a  team  to 
produce  the  product  or  service? 


•  The  typical  drop  in 
income  can  be  daunt  - 
ing.  Consider  whether 
the  demand  for  your  niche 
can  support  at  least  one 
full-time  income.  Will  the 
marketing  expense  needed 
to  spread  the  word  beyond 
friends  and  family  leave  you 
money  to  plow  back  into  yom 
company? 


•  Investing  in  your  busi- 
ness will  mean  forgoing  luxm-ies 
you  take  for  granted.  Rough  up  as 
realistic  and  conservative  a  five-year  f 
financial  model  as  you  can  for  a  sense-i 
of  the  money  your  new  career  may 
provide.  Then  list  luxuries  you'd  be 
willing  to  part  with.  Too  deep  a  bite 
and  you  could  regret  the  decision. 


LEGAL  SNAGS 


How  to  Slide  Smoothly  into  a  Side  Business 


In  an  ideal  world,  you'd  develop  your 
dream  business  after  putting  in  the 
hours  at  your  real  job.  When  you  were 
ready,  you'd  slip  seamlessly  into  the 
new  venture. 

But  real  life  doesn't  play  out  quite 
so  neatly.  So  early  on,  consult  a 
lawyer,  particularly  if  intellectual 
property  is  involved.  You  don't  want 
to  find  out  that  your  employer  is  en- 
titled to  a  share  of  a  venture  based  on 
your  after -hours  work  because  of  an 
agreement  you  signed  years  ago. 

Document  the  time  spent  on  your 
new  venture,  the  equipment  you  use, 
even  conversations  and  e-mails  you 
have  in  connection  with  it.  You  may 
need  to  prove  you  didn't  use  company 
time  or  resources  to  build  your  new 
business.  And  don't  pursue  deals  or 
do  research  using  company  equip- 
ment or  funds— for  instance,  piggy- 


backing on  a  day -job  trip  to  China  to^ 
line  up  clients  for  your  business. 

As  your  venture  gains  momentum,  i 
stay  fanatically  productive  at  your  da\ 
job.  Suss  out  how  your  managers 
reacted  to  other  desk-jockeys- 
turned -entrepreneurs  before  sharing . 
your  plans.  And  when  you  do  leave, 
give  lots  of  notice.  Your  former  em- 
ployer could  become  a  cUent. 


84 


% 


of  workers  say  they  are  not 
currently  employed  in  their 
dream  job 

Data:  CareerBuilder.com 
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Ba'alawy  of 
Dubai  Group 
has  taken  a  20% 
stake  in  Nasdaq 
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044     I^^^P  inside  a  fortress  of  government  ministries  in  Kuwait  City,  Bader  M.  Al  Sa'ad 

moves  billion -dollar  chunks  of  wealth  around  the  world  hke  chess  pieces.  Slim  and  stately,  the 
head  of  the  Kuwait  Investment  Authority  manages  $213  billion  on  behalf  of  his  government. 
His  portfolio,  one  of  the  biggest  so-called  sovereign  wealth  funds  in  the  world,  is  constant- 
ly replenished  with  money  that  flows  into  Kuwait  in  exchange  for  the  oil  that  flows  out.  As 
prices  top  $100  a  barrel,  Kuwait's  coffers  are  swelling.  |  With  portraits  of  the  emir  and  crown 
prince  looming  above  Al  Sa'ad's  desk,  one  might  expect  the  50 -year- old  money  manager  to 
be  tight-Hpped  about  his  investment  strategy.  But  Al  Sa'ad,  who  has  held  his  post  for  just  four 
years,  is  in  a  chatty  mood.  He  says  he  wants  to  invest  more  in  China  and  Brazil  and  other  hot 
emerging  markets— and  less  in  Britain  and  France.  He's  also  keenly  interested  in  leveraged 
buyouts  and  wants  to  spend  at  least  $4  billion  on  big  stakes  in  blue  chip  companies,  espe- 
cially American  ones,  on  top  of  the  roughly  $17  bilhon  he  already  holds.  He's  even  interested  in 


U.S.  mortgage -backed  securities,  a  contrarian  play  if  there 
ever  was  one.  Al  Sa'ad  says  he  has  about  15%  of  the  fund  in 
emerging  markets,  hedge  funds,  and  private  equity,  up  from 
almost  zero  when  he  started.  "We  have  been  quiet  for  a  while," 
he  says.  "But  now  we  are  knocking  on  doors." 

Pounding  is  more  like  it.  Sovereign  wealth  funds  from  the 
Persian  Gulf  are  changing  the  face  of  global  finance  in  ways 
that  unnerve  many  Westerners.  In  recent  months  Gulf  funds 
have  bought  large  chunks  of  Citigroup,  the  private  equity 
giant  Carlyle  Group,  semiconductor  heavyweight  Advanced 
Micro  Devices,  planemaker  European  Aeronautic  Defense 
&  Space  (EADS),  and  many  other  big  companies.  Gulf  funds 
are  also  getting  into  leveraged  buyouts,  sometimes  alongside 
private  equity  firms  and  sometimes  by  themselves— despite 
having  little  experience  operating  companies.  "Large  sover- 
eign wealth  funds  have  become  major  players  in  private  eq- 
uity, not  only  as  investors  but  also  as  competitors,"  says  David 
Rubenstein,  a  founder  of  Carlyle,  which  sold  a  7.5%  stake  to  an 
Abu  Dhabi  fund  in  September.  Soon,  says  Gregory  A.  White, 
managing  director  at  Thomas  H.  Lee  Partners,  "they  will  be 
the  industry.  We  will  be  working  for  them." 

BusinessWeek  recently  paid  visits  to  four  of  the  region's 
most  powerful  money  managers:  Kuwait's  Al  Sa'ad  and 
Dubai's  Sameer  Al  Ansari,  Soud  Ba'alawy,  and  David  Jack- 
son. Their  rise  from  relative  obscurity  has  been  breathtaking; 
rarely  have  so  few  come  to  control  so  much,  so  quickly. 

The  fund  managers  insist  that  Western  businessmen  and 
politicians  have  nothing  to  fear.  Al  Sa'ad  ticks  off  a  well- 
rehearsed  list  of  reasons  why  CEOs  should  rejoice  at  the 
prospect  of  having  Kuwait  as  a  major  shareholder.  Reason  1: 
His  fund  will  agree  to  multiyear  lockups ,  providing  long  -  term 
capital.  Reason  2:  Al  Sa'ad  expresses  concerns  to  CEOs  behind 
closed  doors,  not  in  the  press.  "If  I  were  a  CEO,  I'd  look  for 
stabiUty,"  he  says. 


SIX  GULF  STATES  CONTROL  SOVEREIGN  WEALTH 
FUND  ASSETS  OF  SOME  $1.7  TRILLION-AS 
MUCH  AS  ALL  THE  HEDGE  FUNDS  IN  THE  WORLD 


But  recent  actions  by  some  funds  belie  those 
soothing  sentiments.  The  $50  billion  Qatar  In- 
vestment Authority,  run  by  Qatar's  Prime  Minis- 
ter, Sheikh  Hamad  bin  Jassim  bin  Jabir  al-Thani, 
is  working  with  hedge  fund  activist  Nelson  Peltz 
to  shake  up  British  beverage  company  Cadbury 
Schweppes.  Dubai  Holding  was  so  aggressive  in 
its  pursuit  of  OMX  Group  of  Sweden  last  summer 
that  it  ran  afoul  of  regulators  there.  Even  compa- 
nies that  do  business  with  Gulf  fimds  are  on  alert. 
Dubai  International  Capital,  which  manages  a  $12 
billion  fund  for  Dubai's  ruler,  Sheikh  Mohammed 
bin  Rashid  Al  Maktoum,  flabbergasted  Wall  Street 
last  fall  when  its  chief,  Sameer  Al  Ansari,  shot  off 
letters  to  Morgan  Stanley,  UBS,  Goldman  Sachs, 
Citigroup,  and  other  top  investment  banks  asking 
them  to  pony  up  $50  million  each  for  a  new  fund  or 
risk  losing  future  business.  Several,  including  Gold- 
man and  UBS,  compUed.  "So  far,"  says  Roger  Alt- 
man,  chairman  of  Evercore  Partners  and  a  former 
U.S.  Deputy  Treasury  Secretary,  "sovereign  wealth 
funds  have  been  more  stabilizing  than  otherwdse. 
But  everyone  is  waiting  to  see  how  this  evolves." 


SHORT  ON  EXPERIENCE 

Combine  the  Gulf  funds'  new,  tougher  tactics  vdth 
their  staggering  wealth  and  relative  inexperience 
managing  companies,  and  you  have  the  potential 
for  trouble.  Six  Gulf  states -Abu  Dhabi,  Dubai, 
Kuwait,  Oman,  Qatar,  and  Saudi  Arabia— account 
for  nearly  half  of  the  world's  sovereign  wealth  fund  asi 
They  control  some  $1.7  trillion,  as  much  as  all  of  the  hd 
funds  in  the  world  and  more  than  the  $1  trillion  private  eq"^ 
industry— and  Morgan  Stanley  predicts  the  total  will  g 
by  about  $400  billion  annually  over  the  f 
several  years.  There's  even  talk  that  Sd 
Arabia  may  soon  unleash  a  new  $500  billil 
plus  fund.  Bankers  estimate  that  Gulf  ftf* 
earned  about  $180  bilhon  from  their  so^^ 
eign  wealth  fund  investments  in  2007-n  ( 
than  half  of  the  $315  billion  they  collectetl 
oil  and  gas  revenues. 
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Dubai's  Al  Ansari 
aims  to  double 
his  portfolio, 
to  $25  billion, 
in  two  years 


ill  Street  veterans  worry  in  particular  that  Gulf  funds  are 
ng  too  far,  too  fast  into  private  equity.  Buying  and  run- 
companies  is  vastly  different  from  taking  passive  stakes 
em.  Even  seasoned  pros  like  Henry  Kravis  of  Kohlberg 
is  Roberts  have  trouble  managing  a  company  when  its  in- 
:y  hits  the  skids,  debt  payments  become  untenable,  and 
eople  jump  ship.  Nemir  A.  Kirdar,  CEO  of  Bahrain  money 
igement  firm  Investcorp,  says  Gulf  funds  "should  rely  on 
!ssionals."  In  November,  some  bankers  labeled  Qatar's 
an  "amateur"  after  it  backed  out  of  a  $19  billion  deal  for 
sh  grocery  chain  Sainsbury  at  the  11th  hour.  "They've 
1  Middle  Eastern  investors  a  bad  name,"  says  one. 


The  Gulf  funds  'lackofexpe- 
rience  shows  in  their  compen- 
sation practices.  Historically, 
they've  been  unwilling  to  pay 
anywhere  near  as  much  as  pri- 
vate asset  managers  for  top  talent,  a  tendency  that 
has  hampered  their  recruiting  efforts  and  led  to 
high  turnover.  Al  Ansari  acknowledges  that  the 
Gulf  region  is  "very  talent-poor."  A  senior  banker 
in  Dubai  says  "90%  of  the  people  who  work  in  the 
region  are  second-rate.  Only  very  recently  are  ex- 
perienced individuals  coming  in." 

Such  problems  wouldn't  be  so  worrisome  but 
for  the  fact  that  these  massive  funds  are  situated  in 
a  handful  of  tiny,  oil -rich  city-states  in  one  of  the 
world's  most  volatile  regions.  The  tiny  Gulf  emir- 
ates rely  on  the  U.S.  military  for  protection  from 
the  likes  of  Iran  and  Iraq— and  they  rely  on  guest 
workers  for  much  of  their  labor.  It's  a  precarious 
situation,  to  say  the  least. 

The  Gulf  funds,  meanwhile,  are  nervously  pre- 
paring for  the  day  when  the  oil  money  stops  flow- 
ing. For  decades  they  mainly  used  the  currency 
reserves  that  piled  up  from  oil  sales  to  buy  safe 
investments  like  U.S.  Treasury  bonds.  Now  funds 
are  trying  to  build  the  foundations  for  new,  diver- 
sified, post-oil  economies.  To  do  that  they  must 
take  more  risk. 


OUTMANEUVERING  MARKETS 

Kuwait's  Al  Sa'ad  feels  intense  pressure  to 
generate  returns,  satisfy  his  political  bosses, 
and  gain  Wall  Street's  respect.  In  the  1990s, 
the  fund,  which  receives  about  10%  of  Ku- 
wait's revenues  annually,  lost  as  much  as 
$5  billion  in  Spanish  investments  just  as  plunging 
oil  prices  and  the  fallout  from  the  1991  Gulf  War 
left  the  government  struggling  to  balance  its  bud- 
get. "We  want  to  restore  [our]  name  as  a  profes- 
sional, global  money  manager,"  he  says.  The  fund 
already  generates  profits  about  the  size  of  Kuwait 's 
national  budget,  but  he  plans  to  double  its  assets. 

Al  Sa'ad  has  long  sought  to  outmaneuver  markets.  His  fa- 
ther, Mohammed,  was  a  successful  merchant,  but  finance 
mesmerized  Al  Sa'ad,  the  seventh  of  10  children,  from  a  young 
age.  After  graduating  from  Kuwait  University  in  1980  with  a 
degree  in  accounting,  he  got  a  job  as  a  foreign  exchange  trader 
with  a  local  bank,  picking  up  new  moves  in  the  U.S.  during 
training  stints  at  Chase  Manhattan  in  New  York  and  the  First 
National  Bank  of  Chicago.  In  the  1990s,  a  local  investment 
bank  tapped  Al  Sa'ad  to  expand  its  merchant  banking  divi- 
sion, and  his  attention  shifted  to  buyouts.  In  2003  Kuwait's 
Finance  Minister  asked  him  to  run  the  emirate's  investment 
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fund,  already  one  of  the  biggest  portfolios  in  the  world.  Al 
Sa'ad,  intrigued  with  the  idea  of  managing  money,  accepted. 
He  asked  to  take  a  pay  cut,  he  says,  to  reduce  the  salary  gap 
with  his  underlings. 

Al  Sa'ad  keeps  the  hours  of  any  high-stakes  money  manag- 
er. He  typically  gets  into  the  office  at  7  a.m.  and  leaves  around 
3:15  p.m.  to  have  lunch  with  his  wife,  Ola  Al  Mutairi,  deputy 
editor  of  the  women's  magazine  Osrati,  and  his  five  children. 
Then  it's  back  to  the  office  for  several  more  hours.  So  far,  Al 
Sa'ad  has  enjoyed  success;  his  fund  returned  13.3%  in  the  fis- 
cal year  ended  in  March,  2007.  But  he  isn't  content.  "We  can 
be  more  dynamic,"  he  says. 

TAKING  A  BACKSEAT 

The  fund  seeks  to  keep  the  vast  majority  of  its  returns  in  line 
with  traditional  market  benchmarks  like  stock  and  bond  in- 
dexes— 60%  of  the  portfoho  is  in  stocks —while  putting  a  sliv- 
er into  riskier  ventures  like  private  equity  and  hedge  funds. 
In  2006  it  paid  $720  million  for  a  chunk  of  the  initial  public 
offering  of  Beijing's  Industrial  &  Commercial  Bank  of  China, 
a  deal  Al  Sa'ad  says  kept  him  up  at  night.  "If  something  goes 
wrong,  I'll  be  under  fire,"  he  says.  (ICBC's  stock  has  zoomed 
156%  since  the  IPO.)  Last  year  the  fund  invested  $300  mil- 
lion in  Texas  utility  TXU  alongside  private  equity  giants  KKR 
and  TPG.  But  Al  Sa'ad  is  taking  private  equity  slowly.  He  ad- 
mits the  fund's  400  employees,  mostly  civil  servants  who  had 
limited  contact  with  major  buyout  firms  until  recently,  don't 
know  how  to  operate  companies.  "We  don't  like  to  own  100% 
of  businesses,"  he  says. 

By  contrast,  Sameer  Al  Ansari,  manager  of  Dubai  Interna- 
tional Capital's  relatively  small  $12  billion  fund,  displays  some 
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IT'S  GOOD  TO  BE  THE  EMIR 

Six  Mideast  emirates  account  for  about  half  of  the 
world's  sovereign  wealth  fund  holdings 

^K 

SOVEREIGN  FUND                                              YEAR                        EST.  VALUE    1 

ESTABLISHED      (BILLIONS)      1 

ABU  DHABI 
SAUDI  ARABIA 

Abu  Dhabi  Investment  Authority 

1976 

$875 

Various  funds 

NA 

500 

KUWAIT                   Kuwait  Investment  Authority 

1953 

213 

QATAR 

Qatar  Investment  Authority 

2005 

50 

DUBAI 
OMAN 

DUBAI 

Dubai  International  Capital* 

2004 

12 

State  General  Stabilisation  Fund 

1980 

8 

Istithmar 

2003 

8** 

DUBAI 

Dubai  Group* 

2000 

7 

TOTAL                                                                                                     $1.67  trillion 

'Part  of  Dubai  Ruler's  company  Dubai  Holding 

"Amount  of  money  deployed.  Part  of  government-owned  Dubai  World 

Data:  Morgan  Stanley,  Deutsche  Bank,  Peterson  institute,  Business Wee/c,  funds,  RFC  Energy 

of  the  swagger  of  a  private  equity 
king.  A  compact,  athletic  man, 
Al  Ansari,  45,  wears  designer 
suits  and  does  business  not  from 
a  drab  civil  service  complex  but 
sleek,  sun-drenched  quarters  high  up  in  a  gleam- 
ing office  building.  His  investment  capital  comes 
from  Sheikh  Mohammed's  umbrella  company,  Dubai 
Holding,  which  invests  30%  of  its  cash  flow  in  Dubai 
International  Capital  and  other  funds. 

Born  in  Kuwait  of  Palestinian  parents  and  brought 
up  in  Britain,  Al  Ansari  graduated  from  Loughborough 
University  in  1985  with  a  degree  in  accounting  and  fi- 
nancial management .  In  demand  as  an  Arabic  speaker 
who  could  make  sense  of  numbers,  he  soon  moved  to 
Dubai  to  take  an  accounting  job  with  Ernst  &  Young. 
His  work  in  cleaning  up  Dubai  Aluminum,  a  large  gov- 
ernment company  beset  by  problems,  attracted  the 
attention  of  Mohammed  Gergawi,  a  close  confidant  of 
Sheikh  Mohammed  and  now  chief  executive  of  Dubai 
Holding.  Gergawi  hired  Al  Ansari  to  be  chief  finan- 
cial officer  of  the  Sheikh's  executive  office,  where  he 
helped  straighten  out  the  ruler's  sprawling  business 
interests  and  set  up  Dubai  Holding,  which  now  man- 
ages most  of  those  assets.  After  Al  Ansari  expressed 
alarm  that  almost  all  of  the  Sheikh's  wealth  was  tied 
up  in  real  estate ,  Gergawi  gave  him  the  go  -  ahead  to  set 
up  Dubai  International  Capital,  to  diversify. 

Despite  his  lack  of  buyout  experience,  Al  Ansari 
has  jumped  in  headlong,  allocating  about  60%  of  his 
portfolio  to  private  equity.  (A  quarter  is  devoted  to 
stakes  in  large  companies  and  15%  to 
emerging  markets.)  In  addition  to  co-invi\( 
ment  deals  with  private  equity  firms,  hef 
engineered  six  solo  buyouts,  including  ■; 
museum  operator  Tussauds  Group,  whicli 
bought  from  Charterhouse  Capital  Partn. 
for  $1.6  billion  in  2005.  (Less  than  two  yi 
later  he  sold  Tussauds  to  Blackstone  Group 
$2  biUion  in  cash  and  a  20%  stake  in  an  enr 
tainment  company  valued  at  more  than  $ 
million.)  Last  year  Al  Ansari,  who  still  spe 
with  a  clipped  British  accent,  nearly  scoo 
up  his  beloved  Liverpool  soccer  club,  but 
out  to  a  North  American  group  that  inclu 
buyout  mogul  Tom  Hicks. 

Al  Ansari,  hke  Al  Sa'ad,  seeks  to  doi 
the  size  of  his  portfolio  in  a  couple  of  ye 
To  boost  his  firepower,  he  has  taken  on  lot 
debt  from  such  banks  as  HSBC,  Barclays, 
Royal  Bank  of  Scotland.  His  Global  Stri 
gic  Equities  Fund,  which  now  holds  stake 
Sony,  HSBC,  and  EADS,  borrows  $4  for  e^ 
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SA'AD  CONCEDES  THAT  HIS  STAFF  DOESN'T 
)W  HOW  TO  OPERATE  COMPANIES.  "WE 
I'T  LIKE  TO  OWN  100°/o  OF  BUSINESSES" 


its  own  money.  The  fund  also  buys  derivatives  to  limit 
sses.  One  former  employee  says:  "Dubai  plays  a  very 
vd  game."  But  he  worries  that  "it's  leverage  on  leverage 
rerage." 

Ansari  spends  much  of  his  time  huntingup  deals  abroad, 
n  he's  in  Dubai  he  typically  spends  lo  hours  a  day  in  the 
J,  mostly  taking  meetings  with  investment  bankers  and 
te  equity  people  pitching  ideas.  He  says  he's  invited  to 
to  six  social  events  a  day  and  usually  goes  to  one  or  two. 
)ai  is  a  work-hard,  play-hard  kind  of  place,"  he  says— for 
r  and  for  worse.  "My  career  has  gone  from  good  to  great 
;  past  two  years,  but  my  personal  life  from  bad  to  worse." 
isari's  two  sons,  17  and  14,  live  with  him,  while  his  daugh- 


ter, 10,  lives  with  his  ex -wife.  Over  lunch  at  a 
Lebanese  restaurant  near  his  office,  he  con- 
fesses that  trotting  the  globe  for  buyouts  has 
only  added  to  his  exhaustion. 

JUICY  DEALS 

Looking  for  help  in  coming  up  with  new  deals, 
Al  Ansari  last  year  began  courting  hedge 
funds.  With  the  help  of  JPMorgan  Chase  he 
agreed  last  November  to  a  $1.1  billion,  9.9% 
stake  in  Och-Ziff  Capital  Management.  Al 
Ansari  met  with  Och-Ziff  founder  Daniel  S. 
Och  several  times  in  New  York  and  London; 
the  two  sealed  their  bargain  over  dinner  at  the 
swank  New  York  restaurant  Daniel  in  a  private , 
glass -walled  room  overlooking  the  kitchen. 
When  Och  visited  Dubai  after  his  firm's  No- 
vember, 2007,  IPO,  Al  Ansari  took  him  to  the 
Al  Muntaha  restaurant,  which  rests  700  feet 
above  the  Gulf  on  top  of  the  Burj  al  Arab  Hotel, 
where  rooms  start  at  $2,000  a  night.  The  two 
talked  of  Al  Ansari's  hopes  to  tap  Och's  global 
team  for  co- investment  ideas  and  deal  re- 
search, while  helping  Och-Ziff  raise  money 
in  the  Gulf.  "We  are  very  pleased  with  the  re- 
lationship at  this  point,"  says  Och. 

Some  financiers  in  Dubai  think  Al  Ansari  is 
in  over  his  head.  "He's  a  very  smart  guy,  but 
he's  not  a  fund  manager  by  training,"  says 
one.  While  Al  Ansari's  people  say  privately 
that  the  fund  is  making  20%  annual  returns, 
bankers  are  skeptical.  "I  question  what  that's 
based  on,"  says  a  senior  Dubai -based  invest- 
ment banker,  noting  that  the  portfolio's  pri- 
vate equity  investments  might  not  be  easy  to 
sell  in  today's  turbulent  markets.  Moreover, 
the  stock  prices  of  EADS  and  HSBC  are  down 
some  20%  and  10%,  respectively,  since  Al 
Ansari  bought  them,  while  Och-Ziff  has 
tumbled  23%.  Al  Ansari  stresses  that  his  big 
stock  positions  are  hedged  with  derivatives.  If  HSBC's  stoc^k 
sinks  further,  he  says,  he  might  buy  more.  Och-Ziff,  he  in- 
sists, is  misjudged. 

For  all  the  fixation  on  returns,  sometimes  a  sovereign  fund 
manager's  larger  strategic  goals  are  just  as  important.  Soud 
Ba'alawy,  46,  a  former  Citigroup  vice-president  in  Dubai, 
was  tapped  in  2000  to  become  chief  investment  officer  of 
Sheikh  Mohammed's  office.  His  duties  have  since  expanded 
greatly;  he's  now  chairman  of  Dubai  Group  and  the  point 
man  for  the  ruler's  quest  to  turn  the  tiny  emirate  into  the 
Wall  Street  of  the  Middle  East .  "We  want  to  be '  the '  financial 
services  company  in  the  region,"  says  Ba'alawy  of  the  Dubai 
Financial  Group,  one  fast  -  growing  wing  of  Dubai  Group  that 
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he  wants  to  take  public  this  year  for  as  much  as  $12  billion. 

Unlike  the  British -tinged  Al  Ansari,  Ba'alawy  is  still  very 
much  a  man  of  the  region.  In  Dubai  he  wears  the  traditional 
white  robe  and  headdress  and  fasts  during  the  month  of  Ra- 
madan even  when  he's  on  the  road  chasing  deals,  which  he 
says  is  70%  of  the  time.  Intensely  private,  he  resists  talking 
about  how  much  money  he  manages  (insiders  peg  his  returns 
at  around  20%  annually),  much  less  his  family  life.  He  has  two 
young  daughters,  but  as  to  the  rest  he  says  "  Our  personal  lives 
are  our  personal  lives."  Ba'alawy,  a  Dubai  native,  obtained  a 
chartered  accounting  qualification  from  a  small  London 
school  in  the  mid-1980s,  and  then  returned  to  Dubai  to  work 
for  his  father's  printing  business.  He  joined  Citigroup  in  1990, 
rising  to  treasurer  for  the  Gulf  region.  "I  always  loved  mar- 
kets," he  says.  "I  wanted  to  be  in  the  financial  sector  from  the 
beginning." 

BULKING  UP 

In  2000,  while  at  Citi,  Ba'alawy  met  Gergawi,  the  sheikh's 
right-hand  man,  who  was  then  running  a  real  estate  project 
called  Dubai  Internet  City.  Ba'alawy  joined  that  effort  but 
left  a  few  months  later  to  set  up  an  investment  office  for  the 
ruler  that  quickly  mushroomed  into  what  is  now  called  Dubai 
Group,  the  conglomerate  that  includes  hotel  management 
and  financial  services. 

Over  the  past  two  years,  Ba'alawy  has  been  wooing  finan- 
cial institutions  around  the  globe  to  join  that  growing  empire. 
Using  the  cachet  of  his  boss.  Sheikh  Mohammed,  as  an  en- 
tree, Ba'alawy  has  snapped  up  a  40%  stake  in  Malaysia's  Bank 
Islam  and  a  15%  chunk  of  Oman's  Bank  Muscat.  In  December, 
Ba'alawy  raised  eyebrows  when  he  slapped  down  $1.1  bilhon 
for  a  25%  stake  in  Cairo  investment  bank  EFG-Hermes— just 
two  weeks  after  being  contacted  by  its  owner,  private  equity 
firm  Abraaj  Capital,  which  had  paid  $500  million  for  it  the 
previous  year.  Ba'alawy  insists  EFG  is  worth  the  hefty  price. 

Ba'alawy's  biggest  deal  came  in  September,  when  he  agreed 
to  take  a  19.9%,  $2.1  billion  stake  in  Nasdaq,  part  of  an  effort 
to  bulk  up  the  emirate's  new  Dubai  International  Financial  Ex- 
change, which  had  languished  since  its  2006  laimch.  The  deal 
capped  a  flurry  of  maneuvering  that  started  with  Ba'alawy's 
March  offer  to  take  a  stake  in  Sweden's  OMX  Group.  But  OMX 
declined  and  quickly  accepted  a  $  3 .7  biUion  offer  from  Nasdaq . 
On  Aug.  9,  Ba'alawy's  team  quietly  took  steps  to  snatch  up  a 
27%  stake  in  OMX  shares  with  the  help  of  investment  banks,  a 
move  that  brought  a  reprimand  from  Swedish  regulators.  The 


WESTERNERS  ARE  STILL  FAIRLY  RARE  AT  GULF 
FUNDS,  WHICH  FOR  YEARS  PAID  SALARIES 
NOT  COMPETITIVE  WITH  THOSE  ELSEWHERE 


Dubai's  Jacli   ' 
is  l<een  on 
companies  1  t 
tarred  by  the 
subprimem  '< 


idea,  says  someone  close  to  the  deal,  was 
to  make  sure  Dubai  would  be  taken  seri- 
ously. Later  Dubai  made  a  formal  $4  bil- 
lion offer  for  OMX,  enraging  Nasdaq  but 
quelling  the  Swedish  authorities. 

A  standoff  between  Ba'alawy  and 
Nasdaq  CEO  Robert  Greifeld  seemed 
likely.  But  Ba'alawy  changed  course, 
reasoning  that  Nasdaq's  big-name 
brand  might  be  more  valuable  than 
OMX.  In  a  series  of  meetings  with  Grei- 
feld in  New  York,  London,  and  Stock- 
holm, the  two  hammered  out  a  complex 
deal  in  which  Nasdaq  would  buy  OMX, 
Dubai  would  take  a  stake  in  Nasdaq,  and 
Nasdaq  would  take  a  stake  in  the  Dubai 
exchange,  which  would  carry  the  Nas- 
daq brand.  The  terms  were  approved  by 
U.S.  regulators  in  December. " Nasdaq  is 
coming  to  a  market  that  is  still  virgin," 
says  Ba'alawy.  "They  will  become  an 
important  catalyst  for  change."  A  bank- 
er involved  in  the  transaction  says  Dubai 
was  wilUng  to  pay  a  stiff  price  for  a  move 
it  considered  strategic. 

Ba'alawy's  team  works  late  hours  in 
the  same  new  building  as  Al  Ansari's 
crew.  One  former  staffer  complains  of  a  "  chaotic  "  atmosj  J 
and  high  turnover.  "The  priorities  change  constantly,"  he  s 
"People  find  it  very  difficult."  Ba'alawy  can  be  brusque  i 
He  recently  barked  at  a  new  European  recruit  during  a  \ 
meeting  for  "needless  playing  with  your  BlackBerry  to  5 
how  important  you  are." 

Westerners  are  still  fairly  rare  at  Gulf  funds,  some  of  wi* 
have  existed  since  the  1950s.  David  Jackson,  the  41-yeaii 
American  chief  of  Dubai's  Istithmar  fund,  has  had  a  metii 
rise .  With  degrees  from  Princeton  and  Yale 's  business  scl 
Jackson  had  spent  nine  years  at  Lehman  Brothers,  mos' 
cently  advising  on  buyout  deals  in  Asia.  In  2003  a  fr 
who  was  advising  Sultan  Ahmed  Bin  Sulayem,  one  of  SV 
Mohammed's  closest  advisers  and  chairman  of  Dubai  W  > 
asked  Jackson  to  help  him  set  up  an  investment  fund,  su 
quently  named  Istithmar,  or  "investment"  in  Arabic,  w>' 
launched  a  few  months  later.  * 

At  first  Jackson  was  a  one-man  show.  "It  was  difficult  t ' 
people  to  return  my  calls,"  he  says.  Jac 
made  his  buyout  bones  in  20  06  when  hi 
quired  resort  and  casino  operator  Kerzne 
ternational  for  $  3 . 9  billion  alongside  Gold 
Sachs  and  other  partners.  Later  that  yei 
took  a  $1  bilhon  stake  in  London -fisted  S 
dard  Chartered  Bank.  Last  June  he  bouj 
3%  stake  in  the  $20  bilhon  European  h 
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d  GLG  Partners.  And  in  September  his  fund  bought  retailer 
ney's,  paying  $942  million -after  having  been  warned  for 
aonths  that  Barney's  owner,  Jones  Apparel  Group,  was  in- 
jsted  only  in  bids  for  the  whole  conglomerate. 

I 

<P  INTO  THE  VOID 

ff,  Jackson  says  he's  keen  on  mortgage  companies  unfairly 

led  by  the  subprime  mess.  He's  also  eyeing  stakes  in  private 

iity  firms  along  the  hues  of  Abu  Dhabi's  $1.35  billion  stake 

farlyle  Group.  And  he's  weighing  several  co-investment 

ils  with  buyout  firms. 

;)nce  Istithmar  buys  into  a  company,  Jackson  turns  up 

heat.  In  2005,  just  months  after  the  fund  acquired  a  tiny 

I  stake  in  Indian  airline  Spicejet,  the  company  installed 

?w  CEO.  "We  needed  people  with  more  expertise,"  says 

^son.  Spicejet  has  since  quadrupled  its  revenues,  to  $327 

lion,  and  plans  to  nearly  double  again  by  2010.  (Istithmar 

reased  its  stake  to  14.7%  last  year.)  Jackson  expects  a  lot 

[Ti  his  own  people  as  well.  In  one  management  meeting 

pntly,  about  a  dozen  investment  officers  ran  through  an 

ly  of  deals  at  various  stages  in  industries  ranging  from  live 

ertainment  to  finance .  Twice ,  Jackson  tossed  a  box  of  tis  - 

is  to  team  members  who  confessed  that  their  investments 

:en't  meeting  expectations. 

|L  bachelor  who  says  he  doesn't  even  have  time  for  a  pet, 

jcson  spends  40%  of  his  year  on  the  road  scouring  for 


deals -sometimes  brushing  up  against  fellow  Dubai  fund 
managers.  He  rattles  off  his  record  against  Al  Ansari:  "One 
time  we  won.  Two  times  they  won.  One  time  neither  of  us 
won.  I  don't  think  of  them  as  any  different  from  when  I'm 
competing  with  Carlyle  or  TPG." 

Jackson  encourages  his  team,  which  has  swelled  to  85, 
to  think  thematically  rather  than  engage  in  the  traditional 
"check-box  investing"  that  other  fund  managers  follow.  "I 
don't  want  to  get  into  any  rules,"  says  Jackson.  The  GLG  Part- 
ners deal,  for  example,  was  a  bet  that  mutual  fund  investors 
will  migrate  either  to  cheap  index  funds  or  expensive  hedge 
funds.  The  Standard  Chartered  deal  sought  to  gain  exposure 
to  many  emerging  markets  at  once. 

As  the  credit  crisis  deepens,  investment  banks  and  private 
equity  firms  are  stepping  away  from  dealmaking  to  nurse 
their  wounds.  Gulf  funds  are  eagerly  filling  the  void.  "Sover- 
eign funds  have  been  shown  every  interesting  idea  in  the  last 
quarter,"  says  Jeff  Holzschuh,  a  Morgan  Stanley  banker  who 
advised  buyout  firms  on  the  TXU  sale .  "There  is  no  question 
that  they  will  change  the  deal  world."  But  there  is  a  question 
as  to  whether  the  change  will  be  for  the  better.  "This  is  capi- 
tal we  need  desperately,"  says  Felix  Rohatyn,  former  Lazard 
Freres  managing  director  and  U.S.  Ambassador  to  France. 
"But  I  don't  think  we  should  have  any  illusions  that  these  are 
totally  benign  investments."  IBWI 
-  With  Nandini  Lakshman  in  Mumbai 
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China's  Spiritual 
Awalcening 

Why  a  growing  number  of  successful  urban 
professionals  are  flocking  to  Buddhism 


By  Dexter  Roberts 

In  early  December,  Beijing's  in-crowd 
converged  on  the  central  business 
district  for  the  opening  of  the  Kunlun 
gallery.  Sipping  Veuve  Clicquot  and 
Mumm  champagne,  the  real  estate 
tycoons,  stock  market  warriors,  and 
Prada-clad  celebrities  gawked  at  Ming 
Dynasty  Buddhist  statuary  and  15th 
century  scroll  paintings. 

Four  Tibetan  art  works  eventually 
fetched  $3.4  million  and,  at  a  follow- 
up  auction  eight  days  later,  87  pieces  of 
Buddhist  art  netted  $10.4  million.  For 
the  gallery's  proprietor,  a  half -Tibetan, 
half- Chinese  entrepreneur  named  Yi 
Xi  Ping  Cuo,  35,  the  brisk  business  was 
another  testament  to  the  popularity  of 
Buddhism  in  China.  "Every  year  there 
are  millions  more  Buddhists,"  says  Yi. 
"Of  course  they  want  to  put  a  Buddhist 
statue  in  their  homes  to  make  their 
hearts  peaceful." 

Buddhism  is  booming— quite  a 
paradox  given  the  Communist  Party's 
official  atheism  and  its  troubled 
relationship  with  the  Dalai  Lama.  The 
faith's  growing  popularity  reflects  a 
yearning  for  meaning  among  China's 
yuppies,  who  increasingly  are  at- 


tracted to  Buddhism's 
rejection  of  material- 
ism and  emphasis  on 
the  transitory  nature 
of  hfe.  "They  have  a 
BMW  and  a  house  in 
the  countryside,"  says 
Lawrence  Brahm,  an 
American  who  runs 
three  boutique  hotels, 
including  one  in  Tibet. 
"And  they're  bored. 
They're  realizing 
there's  more  to  life 
than  collecting  toys." 
Buddhism's  trendiness 
has  spawned  a  surge  in 
faith-related  business: 
Flights  to  the  Tibetan 
capital,  Lhasa,  are  booked  solid,  mon- 
asteries are  building  guesthouses,  and 
Web  sites  offering  free  downloadable 
mantras  are  proliferating. 

Buddhism  arrived  in  China  from  In- 
dia in  the  first  century  A.D.  and  flour- 
ished right  up  to  the  modern  era.  After 
the  Communists  seized  power  in  1949, 
they  discouraged  religion.  But  like 
Christianity,  Buddhism  never  entirely 
disappeared.  Some  behevers  continued 


quietly  to  practice  al 
altars  set  up  in  their  .j 
homes.  And  not  lonpl 
after  China  embrace* 
market  forces  in  the  e 
late  1970s  and '80s, 
the  faith  reemerged  11 
in  the  countryside, 
with  peasants  visiti: 
refurbished  temples  v 
where  they  burned   I 
incense  and  prayed.  11 
Despite  opening uH 
China  remains  wary 
of  religious  groups.  1 ' 
relations  with  Rome* 
while  improved  in 
recent  years,  are 
hardly  friendly.  And  some  seven  year: 
ago  the  authorities  crushed  the  Faluns 
Gong,  which  the  government  deemed 
an  unacceptable  threat  after  10,000 
sect  members  showed  up  in  Beijing 
to  protest  their  official  ostracism.  But 


Li  Xinglu,'a 
convert,  didn't 
know  "there  was 
such  a  thing  as 
a  soul  or  spirit" 
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government  is  comfortable  with 
Idhism.  "Buddhists  seldom  mess 
h politics,"  says  Chan  Koon  Chung, 
riter  and  Buddhist  in  Beijing.  "So 
more  palatable  to  the  government." 
recent  speech  President  Hu  Jintao 
n  suggested  that  religion,  including 
Idhism,  could  help  to  ease  tensions 
ween  the  haves  and  the  have-nots. 
1  the  past  few  years,  the  faith  has 
n  resonating  with  the  white-collar 
IS.  As  China  clocks  its  fifth  year  of 
ible- digit  growth,  working  12  hours 
ly  and  on  weekends  is  de  rigueur. 
[inglu  once  typified  the  breed: 
d-working,  successful,  unfulfilled. 
:  ran  an  events -promotion  firm  and 
ught  the  hkes  of  Ricky  Martin,  Boyz 
[en,  and  the  Dance  Theater  of  Har- 
ito  Beijing  and  Shanghai.  She  mixed 
h  pop  stars,  diplomats,  and  entre- 
aeurs.  But  something  was  missing, 
/as  smoking,  drinking,  and  spend- 
all  night  in  the  clubs,"  says  Li,  who 


is  39  and  married  to        O"  the  first  day 
an  American  fund  of  every  lunar 

month,  Buddhists 
manager.  "I  spent  a         ^^^^^„g  t^^p,^3  ^^ 

lot  of  time  chasing  burn  incense 

happiness." 

A  recurring  dream  about  her  grand- 
mother's death  and  conversations  with 
a  spiritually  inclined  colleague  got  her 
thinking.  Before  long,  Li  was  on  a  plane 
bound  for  the  northwestern  city  of 
Xining.  After  a  21-hour  Jeep  ride  across 
the  Tibetan  plateau,  she  arrived  at  the 
Tse-Reh  monastery.  There  Li  met  her 
teacher,  a  19-year-old  monk  who  set 
her  on  a  new  path.  Today,  Li  has  put 
her  career  on  hold  and  focuses  instead 
on  charitable  acts,  including  raising 


Buddhist  imagery  is  even  turning  up  in  music 
videos,  and  some  traditionalists  fret  that  the 
moverherft  is  becoming  too  trendy 


money  for  an  orphanage  for  Tibetan 
children.  She  credits  her  conversion 
for  halting  a  downward  spiral.  "I  didn't 
understand  there  was  such  a  thing  as  a 
soul  or  spirit,"  says  Li. 

Not  long  ago,  young  upwardly  mobile 
Chinese  flew  to  places  such  as  Thailand 
for  the  sun,  sea,  and  sand.  Now,  like  Li, 
many  are  heading  to  Buddhist  retreats 
at  home.  Temples  are  being  refurbished 
for  the  tourist  hordes.  Jade  Buddha 
Temple  in  Shanghai  is  now  one  of 
China's  top  Buddhist  destinations.  The 
126  -year-old  monastery  runs  its  own 
44 -room  hotel  (double  occupancy: 
$134)  and  sells  lucky  amulets,  DVDs 
of  monks  reciting  mantras,  and  other 
spiritual  paraphernalia.  (Monks  hoping 
to  maximize  profits  are  even  attending 
MBA  programs  that  offer  temple-man- 
agement classes.) 

WELCOME  RESPITE 
In  November,  the  chamber  of  com- 
merce in  coastal  Xiamen  sponsored  the 
second  annual  Buddhist  Items  &  Crafts 
fair.  More  than  40,000  entrepre- 
neurs descended  on  the  vast  Xiamen 
International  Conference  &  Exhibi- 
tion Center  and  loaded  up  on  statuary, 
prayer  beads,  incense  burners,  and 
other  goods.  "This  is  a  huge  com- 
mercial opportunity,"  says  Xuan  Fang, 
who  teaches  religious  studies  at  the 
People's  University  in  Beijing.  "A  string 
of  prayer  beads  that  may  be  worth 
no  more  than  one  yuan  could  sell  for 
dozens  of  yuan  in  a  temple." 

Some  traditionalists  fret  that  Bud- 
dhism is  becoming  too  trendy.  Ex- 
hibit A:  pop  diva  Faye  Wong,  a  convert 
whose  videos  sometimes  feature  Bud- 
dhist images.  And  some  monasteries 
focus  as  much  on  attracting  tourists  as 
practicing  the  faith.  "Commercializa- 
tion," says  professor  Xuan,  "is  one  of 
the  most  dangerous  trends  of  Chinese 
Buddhism."  Still,  for  stressed-out  yup- 
pies. Buddhism  is  a  respite  from  the  rat 
race.  "Society  brings  so  many  head- 
aches," says  Nikki  Xi,  a  convert  who 
works  for  a  Web 
ad  agency.  "I'm 
more  relaxed. 
[Buddhism] 
makes  the  whole 
work  process 
smoother."  I BW I 
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REAL  ESTATE 


A  Developer 
Outwitting  the  Slump 

The  careening  market  has  forced  Related  to  rethink 
how  to  sell— and  finance— its  buildings 


By  Christopher  Palmeri 

As  the  mortgage  industry  was  melt- 
ing down  last  year,  real  estate  mogul 
Stephen  M.  Ross  lay  awake  in  his 
8,200-square-foot  condo  overlooking 
New  York's  Central  Park  pondering  his 
next  moves.  He  kept  thinking  about  a 
shrewd  deal  his  late  uncle,  gas  sta- 
tion magnate  Max  M.  Fisher,  cut  with 
Marathon  Oil  in  the  Great  Depression 
to  lock  in  a  source  of  petrol.  When  sup- 
plies later  shrunk,  Fisher  prospered, 
with  plenty  of  gas  for  his  pumps.  "I  ap- 
plied that  to  our  business,"  Ross  says. 
"They  ran  on  crude;  we  run  on  money." 

These  days  money  is  tight  in  real 
estate.  But  Ross  cannily  has  managed 
to  find  a  long-term  supply  of  cash.  On 
Dec.  17  his  real  estate  development  and 
management  firm  Related  Cos.  secured 
$1.4  biUion  from  five  prominent  inves- 
tors, including  Michael  Dell,  Goldman 
Sachs,  and  the  government  of  Abu 
Dhabi— Related's  first  outside  invest- 
ment. He'll  use  that  cash  to  fund  what 
maybe  the  most  ambitious  lineup  of 


new  construction         |   Ross:  With  $1 .4 
projects  in  the  billion  in  fresh 

^     ,  .,,.  capital,  he  can 

country,  $9  bilhon        1  ,i,„d  an  ambitious 
worth  of  giant  I    lineup  of  projects 

condo,  hotel,  and 

retail  towers  he's  building  from  New 
York  to  Los  Angeles.  "You  have  to  look 
to  the  future,"  says  Ross.  "But  make 
sure  you  can  survive  the  present." 

With  that  funding,  Ross  is  con- 
fident he  can  bob  and  weave  his  way 
through  the  challenging  real  estate 
terrain.  As  necessary,  he  can  retool 
his  marketing  tactics  and  even  his 
building  designs  to  attract  buyers.  He's 
also  better  positioned  for  the  tough 
financing  environment.  Many  banks 
now  want  developers  to  cough  up  more 
money  for  projects  up  front .  And  few 
banks  are  willing  to  back  a  project  on 
their  own,  so  developers  must  scram- 
ble to  find  multiple  financiers. 

Ross  seems  unfazed,  despite  having 
some  of  the  biggest  projects  in  the 
U.S.  He's  building  a  $3  billion  village 
at  the  base  of  the  Snowmass  ski  area 


in  Colorado.  Related  also  has  teame< 
up  with  Vornado  Realty  Trust  on  thi 
expansive  redevelopment  of  New 
York's  Pennsylvania  Station,  includ ' 
Madison  Square  Garden  and  the  Faf 
Post  Office. 

The  66 -year-old  started  far  from 
Gotham's  gilded  towers,  building  lo^ ' 
income  housing.  His  first  project  in 
1972  was  a  $3  million,  150-unit  aparlr* 
ment  complex  in  Rhode  Island.  Ross' 
rose  to  world  prominence  in  2004  w^ 
the  Time  Warner  Center,  a  $1.7  billic ' 
office,  hotel,  mall,  and  residential  co 
plex  on  New  York's  Columbus  Circlei 
trophy  project  that  helped  make  hin: 
one  of  the  biggest  developers  of  mix> 
commercial  -  residential  projects . 

TOUGH  CONDITIONS 

Ross  had  plenty  of  doubters  in  that 
case.  For  one  thing,  financing  for  th( 
project  was  hard  to  find.  After  every , 
major  bank  in  the  city  turned  him 
down,  Ross  got  a  loan  from  General 
Motors'  financing  arm. 

Then  the  condos,  a  critical  part  of) 
the  plan,  went  on  sale  three  weeks 
before  the  2001  terrorist  attacks.  Soa 
Ross  refinanced  the  project,  bringing 
in  $360  million  in  new  money  from 
private  equity  investor  MacFarlane 
Partners.  That  deal  lowered  his  intei 
payments,  giving  him  more  breathir,: 
room.  "The  Time  Warner  Center  loo* 
like  a  no-brainer  now,"  says  Victor  B 
MacFarlane  of  MacFarlane  Partners. 
"But  it  was  a  difficult  time." 

It's  not  unlike  the  problems  he  fac, 
today.  At  the  peak  of  the  boom  in  200 
Related  paid  $120  milhon  for  the  stru 
gling  St.  Regis  Hotel  in  L.A.'s  Centuri 
City  neighborhood.  Ross  planned  to 


LINKS 


The  ties  that  bind 

According  to  a  New  York 
magazine  article  on  Dec.  3,  2007, 
Related  is  the  "front  runner"  in  "one 
of  the  largest  land  grabs"  in  the 
city's  history,  the  development  of 
the  Hudson  Yards.  What  gives  it  an 
edge?  Ross  has  a  strong  financing 
partnership  with  Goldman  Sachs 
and  a  "chummy  relationship  with 
city  planning  czar  Dan  Doctoroft." 


1 
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WHAT'S  NEXT 


the  building  into  condos.  But  he 
ded  he  could  get  a  higher  price 
iaring  down  the  hotel  and  bmld- 
i  new  high  -  rise .  As  a  result ,  his 
3  have  swelled  to  $i,000  a  square 
.  So,  in  one  of  the  weakest  housing 
<ets  ever,  Related  must  sell  the  new 
los  at  near-record  highs  for  the  city 
der  for  Ross  to  recoup  his  costs  and 
e  a  decent  profit.  (The  asking  price 
he  penthouses  is  $30  million. ) 
lere's  no  turning  back  on  these 
oliths.  That  means  Ross  has  had 
id  creative  ways  to  attract  buyers. 
1  the  dollar  faUing,  for  example, 
shopping  properties  overseas.  His 
ipeople  will  trek  to  London  this  year 
tch  prospects  on  the  L.A.  tower. 
)ss  also  is  ripping  up  business  plans 
ome  properties.  At  Snowmass,  Re- 
1  has  asked  for  permission  from  lo- 
fficials  to  sell  fractional  interests  to 
:iple  buyers  rather  than  one  condo 
single  person.  Ross  hopes  that  will 
e  the  condos  more  affordable:  Eight 
es  go  for  $300,000  each,  compared 
I  millions  for  an  entire  condo. 
oss's  cash  cushion  is  also  allow- 


BUILDING  A  PRIZE  PORTFOLIO 


The  Grand  Avenue 
Project 

Los  Angeles,  $2.6  billion 

The  Frank  Gehry-designed 
complex  will  be  built  in 
three  stages.  That  way  Re- 
lated can  lock  in  land  costs 
up  front  but  has  to  pay  for 
only  one  parcel  now. 


The  Clarendon 

Boston,  $275  million 

The 

285-unit 
complex, 
designed 
by  archi- 
tect Rob- 
ert A.M. 
Stern, 
will  have 
condos  on  the  upper  floors 
and  rental  units  below- 
giving  Related  a  source 
of  income  even  if  condo 
sales  are  slow. 


Mega-developer  Stephen 
Ross  tweaks  his  strategy 
depending  on  the  market 


Icon  Vallarta 

Puerto  Vallarta,  Mexico, 
$200  million 

Ross  and  partner  Jorge 
Perez  are  marketing  the 
Philippe  Starck-designed 
condos  as  second  or  third 
homes  to  owners  in  their 
South  Florida  buildings. 


ing  for  some  opportunistic  buying.  In 
South  Florida,  where  he  and  partner 
Jorge  M.  Perez  are  prominent  condo 
builders,  prices  are  plunging,  and 
buyers  are  walking  away  from  their 
down  payments.  So  Ross  and  Perez, 
who  think  the  market  is  undervalued, 


are  buying  up  competitors'  condos— if 
they  can  get  them  for  less  than  the  cost 
of  new  construction,  or  roughly  $500 
a  square  foot.  Says  Thomas  J.  Barrack, 
chairman  of  Colony  Capital,  a  large 
real  estate  investment  fund:  "[Ross]  is 
courageous  in  the  face  of  fear."  1 BW 1 
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VENTURE  CAPITAL 


Show  Me 
The  Moneymen 

A  buzzy  Web  site  brings  scrutiny  to  the  previously 
secretive  world  of  VC  investing 


By  Spencer  E.  Ante 
Adeo  Ressi  has  long  had  a  problem 
with  authority  figures.  When  he  wa 
college,  at  the  University  of  Pennsy 
nia,  he  ran  an  environmental  newsp 
per  called  The  Green  Times.  He  triec 
turn  in  copies  of  the  paper  as  his  sei 
thesis,  but  his  professor  wouldn't  a 
cept  them.  Ressi  dug  in  his  heels  an 
refused  to  submit  a  traditional  thes 
He  never  did  get  a  degree.  "He's  alw 
done  his  own  thing,"  says  younger 
brother  Alex  Ressi. 

With  his  latest  venture,  Adeo  Re; 
is  taking  on  the  Establishment  once 
again.  A  year  ago,  the  35-year-old  t 
Yorker  started  up  TheFunded.com, 
a  Web  site  that  lets  entrepreneurs 
anonymously  rank,  review,  and  pos 
comments  about  venture  capital  fir 
As  an  entrepreneur  who  has  started 
numerous  companies,  Ressi  saw  a 
need  to  shine  a  spotlight  on  the  pre 
ously  secretive  industry.  "Venture 
capital  definitely  needed  a  kick  in  tl 
pants,"  he  says. 

It's  certainly  getting  one.  TheFum 
has  become  the  talk  of  Silicon  Val- 
ley, as  venture  firms  have  come  in  fc 
increasing  scrutiny  and  in  many  casi 
harsh  criticism.  One  recent  winter  c 
in  a  cramped  conference  room  in  hisi 
Greenwich  Village  office,  Ressi  peck 
his  way  through  the  site,  waving  his 
long  arms  and  poking  at  the  compul 
screen.  "They  stole  as  much  informi 
tion  as  they  could  about  my  busines' 
reads  one  recent  post.  "It  was  a  very 
unfriendly  atmosphere,"  reads  anotlt 
Ressi  points  to  a  third  comment  aboi 
a  venture  employee  who  was  40  mir 
utes  late  for  an  appointment,  didn't 
apologize,  and  then  was  obnoxious. 
"How  much  you  wanna  bet  that  guy 
gets  fired  in  a  few  months  ? "  he  says. 
Ressi  isn't  just  an  angry  young  m£ 
He's  also  a  successful  entrepreneur, 
with  a  track  record  that  provides  hir 
legitimacy  in  the  tech  industry.  Ove; 
the  past  decade,  he  has  sold  three  of 
the  businesses  he  started  for  a  total 
of  more  than  $100  million,  includinj 
the  sale  of  his  online  gaming  com- 
pany Game  Trust  t 
RealNetworks  a  fe\  j 
months  ago. 

In  person  Ressi 
comes  across  more  1 


: 


Nearly  getting 
burned  in  a 
venture  deal  got 
Ressi  thinking 
about  recourse 
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ALL-WEATHER  INVESTING 


Mutual  Shares  Fund— Designed  for  Any  Market  Condition. 


■   Mutual  Series  fund  managers  don't  try  to  forecast 
thie  market.  Tfieir  disciplined,  deep-value  approacfi 
to  investing  focuses  on  finding  out-of-favor 
investments  with  significant  upside  potential  and  reduced 
downside  risk.  The  result— historically  solid  long-term  performance 
and  lower  relative  volatility  across  market  cycles. 

Uncovering  opportunities  that  the  market  has  overlooked 
requires  a  unique  perspective.  At  Mutual  Series,  that  comes 
from  over  50  years  of  searching  for  hidden  values  in  all  types 
of  markets.  For  details  on  how  this  perspective  may  benefit 
your  portfolio,  see  your  financial  advisor,  call  1-800-FRANKUN 
or  visit  franklintempleton.com/mutualseries. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


i 


TUAL  SHARES  FUND-Class  A' 
g  Performance  &  Lower  Volatility 


Average  Annual  Total  Returns^* 
As  of  9/30/07 

1-Year              7.26% 

3-Year 

12.15% 

5-Year 

13.66% 

10-Year 

8.64% 

ximum  initial  sales  charge  5.75% 
sense  ratio                           1.18% 

Beta"^ 
0.86 
0.79 
0.58 
0.62 


Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  investment 

goals,  risks,  charges  and  expenses  You'll  find  this  and  other  information  in  the  fund's 

prospectus,  which  you  can  obtain  from  your  financial  advisor  Please  read  the  prospectus 

carefully  before  investing. 

Investment  return  and  principal  value  will  fluctuate  so  that  your  shares,  when  redeemed 

may  be  worth  more  or  less  than  the  original  cost  Performance  data  quoted  includes  the 

maximum  5.75%  initial  sales  charge,  and  represents  past  performance,  which  does  not 

guarantee  future  results  ft/lore  recent  returns  may  differ  from  figures  shown;  for  most  recent 

monthend  performance  figures,  please  visit  franklintempleton.com.  The  fund  may  charge 

a  2%  fee  on  redemptions  within  seven  days. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403 


i  securities  may  not  increase  in  price  as  anticipated  or  may  decline  furttier  in  value.  Foreign  securities  risks  include  currency  fluctuations  and  political  uncertainty. 

ting  in  companies  involved  in  mergers  or  ottier  restructurings  carry  special  risks  as  pending  deals  may  not  be  completed  on  time  or  on  favorable  terms. 

;  fund  offers  ottier  share  dasses,  subject  to  different  fees  and  expenses,  wtiich  will  affect  ttieir  performance. 

verage  annual  total  retums  represent  ttie  average  annual  increase  in  value  of  an  investment  over  ttie  indicated  periods  and  assume  reinvestment  of  dividends  and  capital 

at  net  asset  value. 

3eta  is  a  measure  of  a  fund's  volatility  relative  to  the  S&P  500  Index  A  beta  lov/er  than  1.00  indicates  volatility  lower  than  the  mari<ef  s.  Source:  Thomson  Financial  9/30/07 
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ADEO  RESSI 


Born  Apr.  3, 1 972 


"Venture  funds  are  completely  unregulated  and  abusing  their  power." 


Family  Grew  up  on  New 
York's  Upper  West  Side  with 
his  civil  engineer  father,  social 
worker  mom,  and  younger 
brother,  Alex. 

Youth  When  he  was  8,  Adeo 


got  his  first  computer,  a 
RadioShack  TRS-80.  "Back 
then  you  couldn't  go  out  in 
New  York  City,"  says  Ressi. 
"Computers  were  an  outlet." 

Education  Attended 
Carnegie  Mellon  before 
transferring  to  the  University 


of  Pennsylvania.  For  his 
senior  thesis,  Ressi  turned  in 
copies  of  an  environmental 
newspaper  he  published.  His 
professor  rejected  it.  Ressi 
didn't  budge  and  never  got 
his  degree. 

Career  Ressi  has  founded 


idealist  than  insurrectionist.  He  argues 
that  airing  the  venture  industry's  dirty 
laundry  v/iU  ultimately  improve  the  ef- 
ficiency of  the  funding  process  as  weU 
as  relations  between  financiers  and 
entrepreneurs.  Ressi  has  just  moved  to 
Palo  Alto,  Cahf . ,  with  his  family  to  get 
inside  the  Sihcon  Valley  "echo  cham- 
ber," which  he  believes  will  allow  The- 
Funded  to  have  a  bigger  impact.  "The 
only  surprise  for  me  is  that  something 
like  this  took  so  long  to  show  up,"  says 
Paul  Kedrosky,  a  partner  with  Ventures 
West  Management. 

ANONYMOUS  SNIPES 

Still,  many  VCs  are  infuriated  by 
TheFunded.  Critics  say  the  site  lets 
disgruntled  entrepreneurs  unfairly 
vent  their  frustrations  behind  a  cloak 
of  anonymity.  Recently,  Silicon  Valley's 
Hercules  Technology  Growth  Capital 
went  so  far  as  to  send  a  letter  to  Ressi 
about  a  post  that  it  called  "false  and 
defamatory"  on  TheFunded.  "[W]e 
urge  you  to  remove  the  posting  imme  - 
diately  so  that  we  can  avoid  a  lawsuit," 
an  attorney  for  the  firm  said. 

Ressi  has  never  bent  to  such  criti- 
cism. In  fact,  he's  planning  to  go  even 
further  in  exposing  the  inner  workings 
of  the  venture  world.  Next  week  he 
plans  to  launch  an  addition  to  the  site 
that  will  allow  entrepreneurs  to  post 
the  sensitive  information  contained  in 
their  venture  financing  offers.  These 
contracts,  most  often  signed  with 
confidentiahty  agreements,  include 
crucial  details  such  as  liquidation  pref- 
erences and  redemption  rights.  Ressi 
says  the  step  is  necessary  to  expose  the 
increasingly  onerous  terms  being  writ- 
ten into  deals.  But  he  admits,  "even  my 


lawyers  are  a  Uttle  nervous." 

Ever  since  he  was  a  child,  Ressi  has 
thought  of  himself  as  something  of  an 
outsider.  While  most  New  York  City 
kids  spent  their  summers  in  sleepaway 
camps  in  the  Catskills  and  such,  the 
gangly  teenager  begged  his  parents  to 
send  him  to  Arcosanti,  an  "experimen- 
tal city"  founded  in  the  Arizona  desert 
by  the  ItaUan  architect  Paolo  Soleri.  He 
ended  up  spending  four  summers  there 
as  its  youngest  inhabitant.  It  changed 
his  Ufe,  though  he  ended  up  doing 
mostly  menial  labor.  "I  had  the  op- 
portunity to  experience  a  very  Utopian 
vision  of  the  world,"  he  recalls. 

One  side  project  that  Ressi  is  work- 
ing on  was  inspired  by  his  experience 
at  Arcosanti.  Ressi  is  setting  up  a  Web 
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The  Reveal 

For  most  of  last  year,  the  man 
behind  TheFunded.com  kept  his 
identity  secret.  Adeo  Ressi  had  no 
intention  of  ever  giving  up  this 
anonymity.  But  last  summer,  rumors 
started  to  spread  about  the  person 
behind  the  site.  Ressi  decided  to 
manage  his  unmasking  rather  than 
be  surprised  by  it.  The  result  was  a 
feature  in  the  December  issue  of 
Wired  revealing  what  writer  Carlye 
Adier  called  "one  of  the  tech 
industry's  most  tantalizing  secrets." 


five  startups,  including  Well 
development  firms  Hydrant 
Total  New  York,  and 
methodfive,  as  well  as  onlir 
game  developer  Game  Tru; 
Last  September  he  sold 
Game  Trust  to  RealNetworl 
for  a  reported  $25  million  ti 
$50  million. 


site  that  vdU  allow  people  to  contrih 
ute  ideas  and  plans  for  building  moi 
sustainable  urban  developments.  H 
hopes  one  day  to  use  the  contributic 
to  build  what  he  calls  the  City  of  the 
Future  (page  58). 

Growing  up  on  New  York's  Uppen 
West  Side,  Ressi  was  shaped  by  his  ; 
parents'  differing  personalities.  Fror 
his  father,  a  quiet  civil  engineer.  Res 
inherited  a  love  of  architecture  and  i 
technology.  From  his  mother,  an  oul 
going  social  worker,  Ressi  developec 
more  gregarious  side.  "My  mother  1 
a  hardvwe  from  brain  to  mouth,"  sa;j 
brother  Alex.  "Adeo  has  inherited  sc 
of  that  quahty." 

After  college  at  Penn,  Ressi  was 
drawn  to  the  nascent  Internet  scene 
It  was  the  perfect  fit  for  a  young  sou' 
who  knew  how  to  manipulate  compi 
ers  and  didn't  want  to  work  for  The 
Man.  In  1994  he  helped  run  one  of  tit 
first  local  Web  sites.  Total  New  Yorkl 
which  America  Online  bought  in  191 
In  1995  he  launched  methodfive,  a  V  ^ 
development  firm,  and  in  2000,  he  J 
the  250 -person  startup  to  Xceed  fori 
$88  million. 

The  idea  for  TheFunded  was  born 
of  Ressi's  experience  at  Game  Trust, 
developer  of  online  games  he  foundei 
in  2002.  Ressi  says  he  had  lined  up  a 
$10  million  investment  from  Softbai 
Capital  for  a  second  roimd  of  fundin: 
But  in  February,  2005,  on  the  day  the 
deal  was  supposed  to  close,  Softbani 
pulled  its  offer.  The  vdthdrawal  set  ii 
motion  a  chain  of  events  that  ended 
months  later  wdth  one  of  Game  Trus' 
new  investors  trying  to  boot  Ressi  ou 
of  the  company. 

The  coup  failed,  but  Ressi  knew  he 
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had  to  do  something.  So  over  the  winter 
in  2006,  he  built  TheFunded.com.  The 
idea  was  to  create  a  place  to  help  him 
evaluate  venture  capitaUsts  in  case  he 
needed  to  raise  money  in  the  future. 
The  site  struck  a  chord  with  other 
entrepreneurs,  and  Ressi  quickly  signed 
up  hundreds  of  members,  who  began 
posting  juicy  stories  under  titles  such 
as  "The  Truth  About  Matrbc  Partners." 

TheFunded.com  isn't  a  big  money 
maker.  Ressi  pulls  in  revenue  by  selling 
advertising,  as  well  as  $400-a-year 
subscriptions,  typically  to  the  insti- 
tutional investors  who  put  money  into 
venture  funds.  To  date,  Ressi  claims 
450  subscribers.  He  says  the  site  is 
profitable  and  revenue  "will  easily  hit 
seven  figures"  this  year. 


Still,  the  site's  popularity  with 
entrepreneurs  is  surging.  So  far,  some 
4,600  have  signed  up  as  members 
(who  must  register,  but  don't  pay  fees 
like  subscribers),  up  from  3,100  last 
fall.  For  them,  the  site  functions  like  an 
after-hours  club  and  support  group. 
In  the  Advice  section,  entrepreneurs 
can  post  tips  about  the  fund-raising 
process.  In  another  area,  members 
can  rate  a  venture  fund  on  a  scale  of  1 
to  5.  And  while  venture  capitahsts  are 
not  allowed  to  view  comments  in  the 
members -only  area,  Ressi  created  a 
section  where  they  can  pubhsh  their 
own  profiles  and  comment  on  posts 
made  in  that  section. 

Venture  firms  are  pressuring  Ressi 
for  more  involvement  and  influence. 


George  Zachary,  a  partner  at  Char 
River  Ventures  who  counts  himsel 
as  a  friend  of  Ressi's,  says  TheFun( 
should  forbid  anonymous  posts. 
"There  should  be  more  transparen 
he  says.  "Anonymous  comments  a 
people  to  make  up  stuff." 

Ressi  retorts:  "Anonymity  provii 
entrepreneurs  with  a  comfortable  ( 
vironment  to  speak  their  minds  f  re 

The  Funded  could  create  long-te 
challenges  for  Ressi.  As  a  frenetic 
entrepreneur,  he  likely  will  try  to  n 
venture  money  for  one  of  his  futun 
startups .  But  it  may  be  tough  to  pe; 
suade  VCs  to  cut  him  a  check  after 
has  so  publicly  taken  on  the  indust 
Establishment.  "Yes,"  he  says  with 
smile,  "it  will  be  difficult."  1 BW 1 


IT  TAKES  A  WIKI 
TO  RAISE  A  VILLAGE 

Dreams  of  a  Utopian  community  powered  by  the  Internet 


The  idea  sounds  like  it's  straight  out 
of  a  science  fiction  novel:  Adeo  Ressi 
hopes  to  build  what  he  calls  the  City  of 
the  Future,  a  Utopian  community  with  no 
cars,  free  schools,  and  food  grown  on 
the  surrounding  land. 

But  Ressi  is  completely  serious. 
What's  more,  he's  approaching  the  con- 
cept with  all  the  energy  and  ingenuity 
of  a  Web  entrepreneur,  which  is  exactly 
what  he  is,  Ressi  spent  four  summers 
in  the  Arizona  desert  when  he  was  a 
teenager,  working  in  an  experimental 
city  called  Arcosanti.  Now,  he  believes 


it's  possible  to  harness  the  power  of  the 
Internet  to  succeed  where  others  have 
failed.  Today's  cities,  he  says,  "are  simply 
not  sustainable." 

Ressi  expects  to  unveil  the  first  stage 
of  the  effort  in  the  next  few  months.  It 
will  be  a  Wikipedia-like  Web  site,  allow- 
ing urban  planners,  architects,  and  other 
visionahes  to  post  and  review  the  world's 
best  ideas  for  reimagining  urbanity.  "It's 
a  massive  task  that  needs  to  involve 
great  minds,  practical  problem  solvers, 
radical  geniuses,  and  all  the  talent  that 
we  collectively  have  to  offer,"  he  says. 


The  teenage* 
Adeo  Ressi  i 
Arcosanti,  am 
experimental 
city  in  Arizorn 


In  fact,  that's  part  of  the  reason  he's 
moved  to  California.  Living  on  the  We.' 
Coast,  says  Ressi,  will  allow  him  to  mc 
easily  scout  potential  locations  for  his 
urban  utopia.  "Ultimately  [the  site]  will 
be  decided  by  the  vote  of  the  member 
but  I  have  a  feeling  there  are  great  sui 
able  locations  in  the  Pacific  Northwes 
he  says. 

Ressi  doesn't  yet  have  drawings  or 
bluephnts.  But  he  does  have  four  core 
concepts  that  he  plans  to  post  on  the 
Web  site  for  review  and  voting  by  other: 
To  Ressi,  the  city  should  have  no  cars  0 
oil-basted  vehicles;  construction  should 
alter  no  more  than  25%  of  the  natural 
habitat;  government  should  be  run  like  1 
corporation,  with  citizens  as  voting  shar 
holders;  and  schooling  should  be  free 
and  available  for  all  residents.  "The  idea 
to  have  an  incredible  knowledge  worke 
class  employed  by  knowledge  worker 
companies,"  says  Ressi.  "It'll  be  like  Pale 
Alto,  except  cooler."  -S.E.A. 
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OIL 


The  Dirty  Dilemma 
Of  Canadian  Crude 

Tar  sands  oil  comes  at  an  environmental  cost.  But 
blocking  it  from  the  U.  S.  may  make  matters  worse 


By  Damian  Joseph 

It's  a  noxious  process,  squeezing 
petroleum  from  the  heavy,  oil -caked 
tar  sands  beneath  Canada's  north- 
ern forests.  Digging  the  mines  to  get 
at  the  sticky  crude,  called  bitumen, 
has  chewed  up  thousands  of  acres  of 
forests.  It  has  also  polluted  waterways 
and  released  vast  volumes  of  carbon 
dioxide,  environmentalists  complain. 
Yet  with  oil  trading  at  around  $100  a 
barrel,  critics  haven't  been  able  to  slow 


the  rush  on  Canada's  lush  deposits. 
Since  2000  oil  output  from  the  region 
has  more  than  doubled,  hitting  1.1  mil- 
lion barrels  a  day  last  year. 

Now  opponents  are  taking  a  new  and 
controversial  tack,  seeking  to  limit  the 
growth  of  specialized  refineries  in  the 
U.  S.  Midwest  that  convert  Canada's 
dirty  crude  into  gasoline  and  diesel. 
Working  with  national  and  local  green 
groups,  the  Natural  Resources  Defense 
Council  (NRDC)  has  challenged  per- 


mits required  to  expand  refineries  a 
pipelines  on  both  sides  of  the  Cana- 
dian border.  Last  summer,  the  grou] 
scored  a  win.  After  they  complainec 
that  BP's  plan  for  a  15%  capacity  hi) 
at  its  Whiting  (Ind.)  refinery  could  i 
lute  nearby  Lake  Michigan,  BP  sheh 
the  idea.  There  was  "an  unacceptab 
level  of  business  risk,"  says  BP  Amei 
Chairman  Robert  A.  Malone.  Next 
on  the  greens '  hit  list  are  upgrades  t  f 
small  refineries  owned  by  BP,  Cono(' 
Phillips,  Husky,  Hyperion,  Maratho ' 
Murphy,  and  Robinson. 

LESSER  EVILS 

From  a  broader  standpoint,  the  actr 
ists'  Midwest  strategy  may  be  flawe 
Almost  all  of  Canada's  oil  exports 
currently  flow  south  across  the  borci 
In  the  future,  every  drop  that  gets 
diverted  from  Midwest  refineries  cc. 
find  its  way  to  markets  in  China,  Inc 
and  other  parts  of  Asia,  where  less 
stringent  refining  and  environmentii 
standards  will  lead  to  more  poUutioi] 
being  released. 
Virtually  all  green  advocates  say  t ' 
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GREEN  BIZ 


EDITED  BY  ADAM  ASTON 


ON  THE  ROAD 


Capturing  Warmth  from  Hot  Asphalt 

A  Dutch  civil  engineering  company  says  it  is  exploiting 
an  abundant  source  of  energy  that  has  been  beneath  us 
for  many  years— or  rather,  beneath  our  car  tires.  It's  the 
heat  captured  by  asphalt  baking  under  the  hot  sun.  Ooms 
Avenhorn  Holding's  Road  Energy  Systems  are  networks 
of  pipes  woven  into  asphalt,  plus  storage  systems  beneath 
the  ground.  Water  in  the  pipes  is  heated,  stored,  then 
pumped  to  nearby  buildings.  In  winter,  the  same  pipes 
can  help  keep  ice  off  the  roads,  reducing  the  need  for  salt, 
Ooms  contends.  The  company  has  already  begun  some 
experimental  installations,  including  a  Dutch  industrial 
park  that  captures  heat  from  pipes  in  a  36,000-square- 
foot  swath  of  pavement.  -By  Brian  Bumsed 


ENERGY 


Of  Frugal  Drains 
And  Hardy  Nukes 

When  hot  water  from  your 

shower,  washer,  or  sink 
drains  away,  it  takes  wdth  it 
nearly  all  the  energy  used 
to  heat  it.  In  North  America 
alone,  $40  biUion  worth  of 
energy  goes  down  the  drain 
every  year.  A  device  called 
Power -Pipe,  made  by  Renew - 
Abihty  Energy,  can  reclaim 
much  of  that.  It's  essentially  a 
heat  exchanger  that  attaches 
to  a  home's  drainpipes.  The  re- 
covered warmth  is  transferred 
to  incoming  freshwater  before 
it's  sent  to  the  water  heater. 
Renew  Ability,  one  of  several 
companies  developing  the 
technology,  claims  Power -Pipe 
can  cut  water-heating  costs  by 
25%  to  40%. 

Today,  China,  the  U.S.,  and 
other  countries  are  embarking 
on  a  binge  to  build  a  new  gen- 
eration of  nuclear  reactors.  The 
trouble  is,  just  one  plant  in  the 


world  (in  Japan)  can  make  the 
huge  steel  chambers  in  which 
the  nuclear  reaction  takes 
place.  But  there  is  a  substitute 
that  could  clear  the  bottle- 
neck. Scientists  at  Clemson 
University  are  investigating 
whether  steel  could  be  replaced 
with  the  same  hght,  super - 
strong  carbon  fibers  found  in 
everything  from  Boeing  787s 
to  high -end  bicycle  frames.  A 
carbon  substitute  should  be 
easier  to  fabricate  and  Ughter 
to  transport,  and  it  might  last 
longer  in  the  reactor's  high 
temperatures.  The  steel  alloys 
used  today  liquefy  at  2,500F, 
well  below  the  melting  point  of 
carbon-fiber  composites. 


GLOBAL  WARMING 


Taking  the  Heat  off  Drywall 

1 

When  it  comes  to  spewing  out  carbon  dioxide 
and  other  agents  of  global  warming,  some  of 
the  biggest  offenders  are  mundane  construe  - 
tion  products  like  drywall.  Serious  Materials  in  i| 
Simnyvale,  Calif.,  says  that  manufacturing  it     , 
accounts  for  1%  of  all  the  energy  used  by  U.S.     j 
industry,  and  thus  a  comparable  percentage  of 
all  industrial  emissions.  The  company  wiU  soor 
market  a  product  called  EcoRock  that  could  dri 
ticaUy  shrink  drywall 's  carbon 
footprint. 

In  the  traditional  produc- 
tion process,  gypsum  and  other 
raw  materials  are  combined  in 
watery  slvirry  that  must  be  roUed 
flat  and  dried,  guzzling  energy. 
Serious  Materials'  new  recipe 
combines  chemicals  that,  when 
mixed,  react  to  create  much  of 
their  own  drying  heat.  The 
company  was  voted  the  top 
prospect  at  a  recent  green 
investment  forum,  and  in 
November,  it  snared 
$50  miUion  in  venture  capital. 
CEO  Kevin  Surace  argues  that  industry  must  fi 
a  way  to  improve  on  traditional  building  prod- 
ucts. -John  Carey 


Making  wallb 
by  traditional 
means  soaks 
huge  amount 
of  energy 
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Calculus  Is  the  Exploration  of  Two  Basic  Ideas. 
Master  Them  and  Open  a  New  World  for  Yourself! 

Change  and  Motion:  Calculus  Made  Clear,  2"**  Edition,  on  DVD 

)ne  of  the  greatest  achievements  of 
the  mind  is  calculus.  It  belongs  in 
the  pantheon  of  our  accomplish- 
ts  with  Shakespeare's  plays,  Beethoven's 
phonies,  and  Einstein's  theory  of 
ivity.  Calculus  is  a  beautiful  idea  expos- 
Jie  rational  woricings  of  the  world. 


^culus,  separately  invented  by  New- 
and  Leibniz,  is  one  of  the  most  fruit- 
strategies  for  analyzing  our  world  ever 
ied.  Calculus  has  made  it  possible  to 
1  bridges  that  span  miles  of  river,  trav- 
)  the  moon,  and  predict  patterns  of 
ilation  change.  The  fundamental  insight 
Jculus  unites  the  way  we  see  economics, 
iiiomy,  population  growth,  engineer- 
and  even  baseball.  Calculus  is  the 
lematical  structure  that  lies  at  the  core 
world  of  seemingly  unrelated  issues. 

Expanding  the  Insight 

et  for  all  its  computational  power, 
ilus  is  the  exploration  of  just  two  ideas — 
derivative  and  the  integral — both  of 
h  arise  from  a  commonsense  analysis  of 
on.  All  a  1,300-page  calculus  textbook 
s.  Professor  Michael  Starbird  asserts, 
hose  two  basic  ideas  and  1 ,298  pages  of 
iples,  applications,  and  variations. 

rofessor  Starbird  teaches  that  calculus 
not  require  a  complicated  vocabulary 

lotation  to  understand  it.  "Calculus 
crowning  intellectual  achievement  of 

aniry   that   all    intelligent   people   can 

eciate,  enjoy,  and  understand." 

his  series  is  not  designed  as  a  college 
Jus  course;  rather,  it  will  help  you 
calculus  around  you  in  the  everyday 
d.  Every  step  is  in  English  rather  than 
liese."  The  course  takes  the  approach 
every  equation  is  also  a  sentence  that 
De  understood,  and  solved,  in  English. 

About  Your  Professor 

rofessor  Michael  Starbird  is  a 
tiguished  and  highly  popular  teacher 
an  uncommon  talent  for  making  the 
ders  of  mathematics  clear  to  nonmath- 
Icians.  He  is  Professor  of  Mathematics 
a  Distinguished  Teaching  Professor  at 
University  of  Texas  at  Austin.  Professor 


kbout  Our  Sale  Price  Policy 

hy  is  the  sale  price  for  this  course  so 
h  lower  than  its  standard  price?  Every 
se  we  make  goes  on  sale  at  least  once  a 
.  Producing  large  quantities  of  only  the 
courses  keeps  costs  down  and  allows 

>  pass  the  savings  on  to  you.  This  also 
lies  us  to  fill  your  order  immediately: 

>  of  all  orders  placed  by  2  pm  eastern 
:  ship  that  same  day.  Order  before 
lary  31,  2008,  to  receive  these  savings. 
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Starbird  has  won  several  teaching  awards, 
most  recently  the  2007  Mathematical 
Association  of  America  Deborah  and 
Franklin  Tepper  Haimo  National  Award 
for  Distinguished  College  or  University 
Teaching  of  Mathematics,  which  is  limited 
to  three  recipients  annually  from  the  27,000 
members  of  the  MAA, 

About  The  Teaching  Company 

We  review  hundreds  of  top-rated  pro- 
fessors from  America's  best  colleges  and 
universities  each  year.  From  this  extraor- 
dinary group  we  choose  only  those 
rated  highest  by  panels  of  our  custom- 
ers. Fewer  than  10%  of  these  world-class 
scholar-teachers  are  selected  to  make  The 
Great  Courses. 

We've  been  doing  this  since  1990,  pro- 
ducing more  than  3,000  hours  of  material 
in  modern  and  ancient  history,  philosophy, 
literature,  fine  arts,  the  sciences,  and  math- 
ematics for  intelligent,  engaged,  adult  life- 
long learners.  If  a  course  is  ever  less  than 
completely  satisfying,  you  may  exchange  it 
for  another,  or  we  will  refrind  your  money 
promptly. 
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AUTOS 


China's  Plucky 
Plug-In  Hybrid 


BYD's  car  hits  the  stage  at  the  Detroit  auto  show- 
but  will  it  really  be  ready  to  roll  this  summer? 


By  David  Welch 

In  recent  years,  China's  upstart 
carmakers  have  flocked  to  major  auto 
expos  with  low-priced  offerings  aimed 
at  global  markets.  This  year's  Detroit 
auto  show,  which  opens  on  Jan.  13,  will 
be  little  different.  But  this  time  around, 
one  company,  BYD  Auto,  won't  just 
show  the  usual  compacts  and  subcom- 
pacts.  BYD  plans  to  exhibit  a  plug -in 
hybrid,  the  F6DM  (for  "dual  mode"), 
that  it  says  wiU  hit  the  market  in  China 
this  summer.  Although  the  car  won't 
reach  the  U.S.  for  years,  if  ever,  it  would 
be  the  first  plug -in  to  be  commercially 
available— allowing  BYD  to  steal  a 
march  on  General  Motors,  which  is 
expecting  to  launch  the  Chevrolet  Volt 
in  2010. 

The  question  is  whether  BYD,  which 
has  been  in  the  car  business  for  just  five 
years,  can  manage  what  it's  promising. 
Claims  made  at  auto  shov/s  should  be 
greeted  with  a  healthy  dose  of  skepti- 
cism, and  when  it  comes  to  something 
as  advanced  as  a  plug -in  hybrid, 
myriad  problems  could  crop  up.  Plug- 
ins  are  similar  to  Toyota's  popular 


Prius,  vdth  a  small  gasoline  engine  as 
well  as  an  electric  motor,  but  can  also 
be  recharged  by  plugging  into  a  stan- 
dard outlet.  This  offers  far  greater  fuel 
economy  but  requires  more  sophisti- 
cated batteries.  "Anyone  can  show  a 
demonstration  vehicle,"  says  Menahem 
Anderman,  president  of  Total  Battery 
Consulting,  which  advises  carmakers 


LINKS 


Heavy  Metal  in  Detroit 

Green  will  surely  be  a  big  theme 
at  this  year's  Detroit  auto  show, 
with  lots  of  hybrid,  fuel-cell,  and 
flex-fuel  vehicles  on  display.  But  the 
industry  still  loves  heavy  metal.  As 
Autoblog  reports,  Hummer  plans  a 
concept  with  a  3.6-liter  engine; 
Cadillac  has  the  CTS-V,  a  sedan 
with  a  550-horsepower  V-8;  and 
Lincoln  will  offer  a  crossover  called 
the  MKT.  Hyundai,  meanwhile,  is 
going  upscale  with  the  3.8-liter 
Genesis  sedan,  and  Ford  will  have 
a  revamped  Explorer  SUV. 


® 


on  electrics.  "You  need  at  least  thru 
four  years  of  testing  before  you  can 
into  production." 

BYD  swears  it  can  deUver.  Its  pan 
ent  is  a  top  maker  of  batteries  for  en 
phones  and  MP3  players.  BYD  hasl 
developing  hybrids  and  electric  cai 
for  four  years  and  has  a  system  thai 
strings  together  about  100  small  b£ 
teries  into  one  pa 
BYD's  F6DM:  q^  ^^e  test  track, 

Te^dSofwhat  BYD  says,  the  F61 
will  be  shown  in  Can  travel  60  milt 
the  Motor  City  electric  power  be 
the  gasoline  engii 
must  kick  in  to  recharge,  whereas  C 
says  the  Volt  can  go  only  about  40 
nules  before  it  needs  the  engine.  Tl 
F6DM's  battery  can  be  fully  rechar, 
after  plugging  into  an  outlet  for  nir 
hours,  BYD  says,  compared  with  si 
hours  for  the  Volt. 


EUROPEAN  DESIGNERS 
BYD's  goal  is  ambitious,  but  the  yo 
carmaker  shouldn't  be  discounted. 
Chairman  Wang  Chuanfu  is  a  respt 
ed  industriahst  who  has  bmlt  a  leaci 
player  in  hthium-ion  ceUs,  the  stori 
system  of  choice  for  tomorrow's  au 
Last  year ,  BYD  sold  89,ooosmalla, 
midsize  cars  (with  conventional  em 
gines)  through  November,  up  63% 
the  same  period  in  2006.  And  Wan 
has  tapped  European  designers  to  s 
his  cars,  giving  BYD  a  fashionable  i 
age  at  home. 

Still,  the  plug-in  hybrid  vnH  pres 
ent  a  host  of  challenges.  CeU-phon 
batteries  are  simple  compared  vdtl 
those  required  for  more  demandinj 
machines  such  as  laptops— someth 
BYD  doesn't  supply— and  making  t 
leap  to  cars  will  be  even  tougher.  Gl 
for  instance,  says  the  complex  tech 
ogy  might  delay  the  launch  of  the  \ 
which  it  introduced  at  the  Detroit  s 
last  year.  And  don't  expect  BYD  or 
of  its  Chinese  rivals  to  start  selling 
in  the  U.S.  an)d;ime  soon.  The  qual 
ity  isn't  there,  says  Michael  Dunne 
president  of  consultancy  Automot: 
Resources  Asia,  and  the  Chinese  dc 
have  the  dealer  networks  they'd  ne 
to  succeed  in  the  U.S.  They  may  mi 
a  big  splash  at  the  Detroit  show,  Dv 
says,  but  doing  real  business  states 
"is  at  least  four  years  away."  1 BW 1 
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For  52  years, 


of  life  on  Earth.  That's  why  we  make  every  second  count.  We  u^  soli 
plans  and  innovative  tools  to  protect  our  natural  world  for  future  generations.  So  far, 
we've  preserved  117  million  acres-ahd  counting.  But  there  is  still  much  more  to  do. 
Help  us  achieve  lasting  results.  Visit  nature.org  or  call  1  -^8-2  JOIN  TNC. 
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This  message  is  made  pos^ble  by  ttie  generous  support  of  ttiis  publication. 
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One  in  six 
American  children 
lives  in  poverty. 

Together, 
we  can 
change  that. 


We  must.  Education  is  the  best  solution  to  help  children  break  the  cycle  of  poven 
In  the  United  States,  Save  the  Children's  programs  strengthen  children's  academic: 
performance,  improve  their  health  and  broaden  their  horizons.  Our  vy^ork  suppor: 
effective  literacy  programs  in  some  of  the  poorest  areas  here  at  home  so  that  oui 
children  can  read  and  succeed. 

Please  visit  www.savethechildren.org  to  find  out  how  you  can  helfi 


Save  the  Children 
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Save  the  Children  regularly  receives  the  highest  ratings  from  Charity  Navigator 
and  other  independent  evaluation  organizacons. 
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PERSONAL 
BUSINESS 


HOW  TO  SURVIVE  THE 

UnCUlT  GnUNUn  .,c.,..,.«..„.« 

Driving  along  Interstate  94  on  the  outskirts  of  Minnesota's  Twin  Cities,  you 
can't  miss  the  nation's  largest  mall.  A  massive  citadel  of  consumerism,  the 
Mall  of  America  boasts  some  520  stores  in  a  space  big  enough  to  hold  32  Boeing 
747s.  Spend  a  few  hours  there  and  big  numbers  stop  fazing  you— numbers  like 
the  record  $2.5  trillion  in  U.S.  household  debt,  which  rises  to  $13.6  trillion  with 
mortgages  tossed  in.  Bigger  is  better,  you  say,  with  a  wink,  charging  that  52-inch 
flat -screen  TV.  I  Yet  the  credit  crunch  could  mark  a  major  turning  point  for  the 
U.S.  consumer  economy.  Half  a  century  of  spend- with- abandon  attitude  may  be 
winding  down.  The  shift  won't  come  about  because  consumers  embrace  a  new 


frugality.  What's  happening  is  that  the  average 
consumer  now  looks  like  a  towering  risk  to  the 
folks  who  extended  all  the  debt— credit -card 
companies,  mortgage  lenders,  and,  most  re- 
cently, student  loan  outfits.  And  those  lenders 
are  pulling  back,  making  it  harder  to  borrow. 

That  doesn't  mean  the  Mall  of  America  is 
going  to  empty  out  like  New  York  City  in  the 
new  Will  Smith  movie  /Am  Legend.  But  the 
fallout  from  tougher  lending  standards  should 
be  making  you  think  about  adjusting  your  fi- 
nancial strategy,  from  plotting  your  portfolio  to 


1  figuring  how  you'll  finance  home  purchases  and 
college  educations.  Says  Ross  Levin,  a  certified 
financial  planner  and  president  of  Accredited 
Investors  in  Edina,  Minn.:  "The  implications 
are  gigantic  when  it  comes  to  personal  finance." 

HOME  EQUITY,  NOT  HOME  ATM 

Anyone  shopping  for  a  home  will  feel  the  im- 
mediate impact  of  the  new  attitude  among 
lenders.  With  no-doc  and  low-doc  mortgages  a 
thing  of  the  past ,  lenders  are  demanding  more 
traditional  10%  to  30%  down  payments.  A  30% 


• 


V'" 


• 
• 


I 


•■•II 


bate  ■ 

'  ;:  0^ 

mkw^m 

^ 

gisteipi'i' 

mlM.  ifi^^iii 

Hi 

^Association. 
Hj^l^diaries. 

^_ 

Pservlci^BH 

^IBtifoTT 

bmMthiiibLition  Compaiii 

fiber  firm. 


PERSONAL  BUSINESS 


067 


I  payment  ?  It  sounds  extreme .  But  maybe 
:onsidering  that  mortgage  giants  Fannie 
md  Freddie  Mac  are  hiking  fees  sharply  for 
wars  with  less -than -stellar  credit  scores 
)ut  down  less  than  30%  for  a  home, 
ear  or  so  ago,  a  credit  score  of  620  or  above 
sd  a  good  borrower.  Now  Freddie  and 
.e  are  imposing  a  sliding  scale  fee,  with  a 


new  2%  charge  for  anyone  putting  down  less 
than  30%  with  a  credit  score  of  620  and  a  0.75% 
charge  on  scores  between  660  and  679.  The 
new  prime  borrower  sports  a  credit  score  of  680 
and  above.  Private  mortgage  insurers  are  also 
boosting  premiums  on  homeowners. 

Homeowners  may  also  need  to  adjust  retire- 
ment plans  to  reflect  this  reality:  The  rapid 
escalation  of  single -family  home  prices  during 
the  boom  years  of  1995  to  2005  -when  prices 
rose  by  an  inflation -adjusted  44%— won't 
repeat.  Home  price  appreciation  should  return 
to  its  long-term  trend  of  just  outperforming 
inflation,  as  homeowners  and  developers  wait 
for  young  families,  immigrants,  and  other  new 
home  buyers  to  accumulate  enough  capital  to 
make  a  reasonable  offer.  Instead  of  home  equity 
being  tapped  regularly  as  a  sort  of  personal 
ATM,  value  will  build  over  time. 

A  chilly  credit  climate  will  dramatically  affect 
how  much  risk  investors  are  willing  to  take. 
While  using  lots  of  leverage  was  greeted  with  a 
yawn  not  long  ago,  it's  more  often  met  now  with 
alarm.  The  market's  downdrafts  have  compa- 
nies with  conservative  balance  sheets  looking 
sexier,  and  investors  are  making  a  flight  to  qual- 
ity. Traditionally  defensive  blue-chip  stocks, 
including  soft  drink  and  utility  companies,  have 
already  made  a  sharp  move  in  price. 

To  goose  stock  market  returns  without 
turning  to  leverage,  more  investors  will  clamor 
for  lush  dividend  payments— but  may  not  get 
them  for  a  while.  For  much  of  U.S.  stock  market 
history,  average  dividend  yields  topped  4%, 
and  more  than  two-thirds  of  the  market's  total 
return  came  from  dividends.  But  over  the  past 
decade  or  so  the  dividend  yield  has  averaged 
less  than  2%.  Eventually,  the  need  of  battered 
companies  to  attract  more  shareholders  may 
turn  the  tide,  but  right  now  the  credit  crunch 
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068  CONSUMER  CREDIT 


has  jnore  companies  husbanding  their  precious 
cash  and  cutting  dividends. 

Among  bonds,  quality  will  also  be  king. 
Before  the  subprime  debacle,  investors  weren't 
demanding  a  big  premium  for  taking  on  far 
more  risk  with  junk  bonds  than  they  were 
with  Treasuries.  That's  changing.  Rating  firm 
Moody's  predicts  the  default  rate  on  junk  bonds 
will  jump  from  its  current  record  low  of  less 
than  1%  to  4.2%  if  there  isn't  a  recession  in 
2008-and  10%  if  the  economy  slumps  into 
negative  territory.  If  past  is  prologue,  returns 
would  be  squeezed  by  the  twin  pincers  of  rising 
defaults  and  faUing  sales.  In  1990,  with  the  on- 
set of  a  recession,  junk-bond  returns  fell  4.4%. 

That  said,  investors  won't  be  content  pour- 
ing money  into  two-year  Treasury  notes  yield- 
ing 2.76%,  and  5-year  Treasuries  at  3.15%.  No, 
investors  will  try  to  bolster  returns  by  focusing 
on  higher -quality  corporates.  For  instance, 
two-year  mortgage -related  securities  from 
blue  chip  Fannie  Mae  yield  3.29%;  five-year 
notes  yield  3.89%.  There's  no  get -rich -quick 
scheme  in  buying  securities  yielding  slightly 
more  than  Treasuries.  But  there's  a  lot  less  risk 
in  the  portfolio. 

With  gains  harder  to  come  by,  households 
may  decide  the  best  way  to  earn  a  good  return 
on  cash  is  cutting  debt.  By  paying  down 
credit  -  card  debt ,  you  lock  in  a  return  equal  to 
the  interest  rate  on  that  debt.  For  instance,  if 
an  investor  carries  $20,000  in  credit  card  debt 
with  a  rate  of  about  14.4%  (the  current  average 
rate  for  a  credit  card),  paying  off  that  debt  is 
the  equivalent  of  earning  a  14.4%  rate  of  return 
in  the  market. 

The  credit  crunch  is  also  roiling  the  world  of 
student  loans.  For  more  than  30  years,  students 
and  their  parents  have  funded  a  tuition  bubble 


THE  NEW  RULES  OF  THE  ROAD 


IN 

Large  down  payments 
and  smaller  homes 

Home  for  savings 

The  Warren 
Buffett  Way 

529  college  savings 
plans 


^ ,    Capital  gains 


OUT 

No-doc  loans  and 
McMansions 

Home  as  ATM 

The  Stephen 
Schwartzman  Way 

Student  loans 


Dividends 


with  borrowed  money.  But  more  of  them  will 
now  pay  with  savings  and  grants  rather  than 
loans,  much  like  in  the  '50s  and  '60s.  That's 
because  the  $78  billion  student  loan  market 
is  retrenching  in  light  of  rising  defaults  and 
worries  about  student  debt  levels.  Sallie  Mae 
recently  noted  in  a  regulatory  fihng  that  it  will 
become  more  selective  in  its  loan  originations. 

Helping  fuel  the  skittishness  is  research  ex- 
ploding the  myth  that  student  default  rates  are 
the  modest  4%  to  5%  cited  by  the  Education 
Dept.  Reaching  back  into  the  early  '90s  and 
following  student  experience  over  the  years, 
the  white  student  default  rate  is  about  7%  and 
the  African-American  rate  nearly  40%,  ac- 
cording to  researcher  Erin  Dillon  of  Education 
Sector,  an  independent  think  tank  in  Washing- 
ton. One  in  five  students  with  loans  of  $15,000 
or  more  defaulted  during  the  10  years  after 
graduation. 

Some  borrowers  wiU  be  squeezed  out ,  but 
a  number  of  colleges  are  eliminating  loans  for 
middle-  and  low -income  students  in  favor  of 
grants  or  sharp  tuition  cuts.  Harvard  got  the 
most  attention  when  it  cut  tuition  to  famihes 
earning  up  to  $180,000  a  year;  they'll  pay  a 
maximum  $18,000  a  year,  compared  with  the 
more  than  $30,000  tab  today.  Close  to  40  more 
colleges  have  eliminated  or  mostly  cut  out 
loans,  especially  those  to  low-income  families. 

In  the  end,  the  credit  crunch  may  force 
consumers  to  do  what  financial  planners  have 
urged  for  years:  Cut  debt,  make  sure  returns 
compensate  for  risks— and  be  patient.  1 BW 1 


Return  that  can  r 
be  locked  in  byv 
paying  off  debt  I 
on  the  average 
credit  card 

Data;  Federal  Reserve  'i 


Interest  rate  onr 
5-year  U.S. 
Treasury  note 

Data:  Bloomberg  Finar 
Markets  . 


BUSINESSWEEK  I  JANUARY  21,  2008 


PERSONAL  BUSINESS 


IE  ROBERT  PARKER 


\E  GODFATHER 
=  AUSTRIAN  WINE 


y  met  him  three  times,  and  on  each  occasion  his  pas- 
^  common  sense,  and  love  of  life  made  an  indelible 
'ession.  Winemaker  Alois  "Luis"  Kracher  passed  away 
e  age  of  48  on  Dec.  6  in  his  beloved  Austrian  town  of 
itz.  I  What  he  accomplished  over  the  past  few  decades 
extraordinary.  Almost  single-handedly,  he  put  Austria 
;  on  the  global  map  of  quality  wines.  Kracher  focused 
weet  wines  and  produced  some  of  the  world's  great - 
arieties  from  chardonnay,  welschriesling,  scheurebe, 
liner,  and  muskat  ottonel  grapes.  He  accomplished  this 
1  vineyards  with  exceedingly  low  yields  and  an  atten- 
ito  winemaking  detail  that  flowed  from  his  training  as  a 
nical  engineer.  |  Kracher's  finest  vintages  include  2002, 
D,  and  1998.  Following  are  tasting  notes  from  some  of 
e  wines. 


OINTS 


K  Chardonnay 
enbeerenauslese 
elle  Vague 

weet  white  dessert 
)ffers  aromas  of 
opie,  apple  jelly, 
'own  spice.  The 

is  creamy  and 
'rich,  full  of  spiced 

honey,  and 
scotch,  and  the 
solid  but  overtly 
.  Projected 
ity:  now-2020+. 
5130 


92 


POINTS 


2000  #1  Traminer 
Trockenbeerenauslese 
Nouvelle  Vague 

Dusty,  smoky  aromas 
are  intermingled  with 
spicy  apticots  in  the 
nose.  Medium-  to  full- 
bodied,  bold,  and  lush, 
the  wine  reveals  oak- 
laced  peach  flavors  and 
a  slightly  rustic  finish. 
Projected  maturity:  now- 
2018.  $90 


95 


POINTS 


1999  #4  Muskat 
ottonel  Trockenbeer- 
enauslese Zwischen 
Den  Seen 

Raspberry-,  orange 
blossom-,  and  cherry- 
scented,  this  is  a  thick, 
tangerine-flavored  fruit 
bomb.  Its  oily  character 
covers  the  palate  with 
jellied  kumquats, 
mandarins,  and 
tangerines.  The  flavors 
linger  in  an  extensive 
finish.  Projected 
maturity;  now-2025+. 
$150 


rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most  influential  wine 
Visit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The  Wine  Advocate. 
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2000  #6  Grande  Cuvee 
Nouvelle  Vague 
Trockenbeerenauslese 

Spices,  new  French  oak, 
and  super-ripe  pears 
can  be  discerned  in  this 
magnificent  wine. 
Candied  apples,  jammy 
apricots,  red  currants, 
and  hints  of  citrus  are 
found  throughout  its 
flavor  profile  and 
extensive  finish.  Drink  it 
over  the  next  25  to  30 
years.  $140-$160 


2002  #5  Scheurebe 
Trockenbeerenauslese 
Zwischen  Den  Seen 

This  wine  displays 
aromas  of  sage, 
peppermint,  grapefruit, 
and  honey.  Startlingly 
bright  and  juicy  at  first,  it 
builds  to  intense  flavors 
of  grapefruit,  candied 
citrus  rinds,  honey,  and 
sweet  herbs.  The  feel  is 
creamy,  yet  at  the  same 
time  the  wine  remains 
invigoratingly  sharp,  with 
a  reverberating  finish. 
Projected  maturity:  now- 
2015.$118-$175 
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business 
J  school 


Master  the  code  of  business. 


International  Executive  MBA 
International  MBA 
Specialized  Masters 


Discover  the  difference 

A  deep  understanding  of  business  codes  can  be  a  great  source  of  support  when  facing  global  challenges. 
Add  cross-cultural  exposure,  multidisciplinary  knowledge  and  an  entrepreneurial  mindset  and  you  are  starting 
to  understand  what  makes  an  IE  Business  School  graduate.  Join  us  to  see  how  we  take  innovation,  diversity 
and  corporate  responsibility  to  new  levels.  With  more  than  75  nationalities  represented  on  campus  and  an 
alumni  network  that  currently  comprises  over  35,000  Alumni  worldwide,  IE  offers  a  truly  international  experience. 


INFORMATION  SESSION 


New  York 

February  4th 


For  more  information  on  these  and  other  IE  events,  please  visit;  www.ie.edu/nextevents 


iofess  School,  Madrid,  Spain  •  Tel.  +  34  91  568  96  10  •  admissions@ie.edu 


www.ie.edu 
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VALUE   ROBEN  FARZAD 


Oecade  of  Decay 


jrrent  stock  market  slump  caps  a  string  of  letdowns  in  the  years  since  1999 


look  now,  but  we're  putting  the  final  touches  on  the  market's 
)ecade,  the  worst  showing  for  U.S.  stocks  since  the  Great 
ission.  That's  right.  Call  off  the  dogs.  Send  in  the  clowns.  Color 
esumptuous,  arrogant,  and  ignorant  of  history.  But  the  facts 
ny  back .  I  We  kicked  off  the  millennium  with  an  all  -  time  high 


Standard  &  Poor's  500 -stock 
capping  a  remarkable  18 -year 
I.  A  $10,000  investment  in 
allooned  to  a  quarter -million 
0.  Bartenders  and  manicur- 
lyed  the  pink  sheets.  In  Cisco 
5ted.  Even  Tony  Soprano's  wife 
jdCNBC. 
[1  came  dot -bomb,  September 


11,  Enron,  WorldCom,  and  Adelphia. 
Shareholders  discovered  CEOs  had 
fleeced  them  for  $6,000  shower 
curtains  and  anatomically  functional 
ice  sculptures.  The  Nasdaq,  the  index 
of  our  New  Economy  hopes  and 
dreams,  crashed.  Heartbroken  and 
betrayed,  we  fled  to  seemingly  stable 
real  estate. 


Despite  Iraq  and  a  quadrupling  of 
oil  prices,  the  S&P  eventually  revis- 
ited its  peak  in  2007.  Emboldened, 
the  pros  urged  us  to  buy  Citigroup, 
arguing  it  couldn't  possibly  get  any 
cheaper.  They  swore  that  retiring  baby 
boomers  would  covet  the  dividends  of 
large-caps.  They  said  real  estate  would 
neatly  hand  the  baton  back  to  stocks. 

What  they  forgot  to  mention  was 
that  subprime  would  whack  the 
market  right  back  down.  The  index's 
average  annual  gains  of  1.7%  for  the 
decade  are  the  worst  since  the  1930s. 
Sure,  we've  got  two  more  years  to  go. 
But  2008  has  already  opened  with  the 
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biggest  one-day  drop  in  25  years.  And 
just  a  week  into  January  the  market 
gave  back  all  its  gains  from  2007. 

In  all,  the  S&P  500  would  have  to 
surge  a  total  of  54%  by  2010  for  the  de- 
cade merely  to  match  the  lowly  1970s. 
Back  then,  when  stagflation,  gas  lines, 
and  Barry  Gibb's  mane  dominated 
the  Zeitgeist,  the  market  returned 
an  average  5.8%  a  year.  The  current 
decade 's  gains  lag  even  those  of  the 
1940s —marred  by  Nazi  marauding. 
Pearl  Harbor,  and  Hiroshima. 

Granted,  there  have  been  bright 
spots.  U.S.  small  caps  picked  up  much 
of  the  slack  from  their  bigger  brethren. 
And  emerging  markets  have  never  had 
it  so  good. 

But  mom  and  pop  aren't  having  any 
of  it.  Investor  sentiment  is  actually 
lower  than  it  was  at  the  market's  pan- 
icky bottom  in  2002.  Indexes  made 
new  records  just  months  ago,  dou- 
bling from  their  trough.  Great!  But 
some  $54  bilhon  still  fled  U.S.  stock 
funds  last  year.  And  retail  money 
market  funds  collected  more  money 
than  any  other  asset  category;  overall, 
trillions  of  dollars  now  sit  parked  in 
cash.  Citigroup's  dividend  may  be  in 
jeopardy  these  days,  but  the  National 
Bank  of  Tempur-Pedic  has  a  cushy 
balance  sheet,  thank  you. 

With  the  "R"  word  front  and  center, 
lots  of  "rational"  investors  are  quak- 
ing in  fear -blindly  stockpiling  gold 
and  willingly  accepting  Treasuries 
at  yields  so  low  that  they're  actually 
negative  after  inflation  and  taxes. 
By  way  of  comparison,  U.S.  equities 
sport  an  average  earnings  yield  (prof- 
its divided  by  price)  nearly  double  that 
of  government  bonds.  Financial  con- 
sultancy Trend  Macrolytics  notes  that 
this  disparity  between  Treasuries  and 
U.S.  stocks  is  the  widest  it  has  been 
since  1983,  a  signal  that  shares  could 
be  significantly  undervalued. 

And  stay  tuned:  The  Federal  Reserve 


is  likely  to  cut  interest  rates  even 
more,  depressing  bond  yields  further 
and  making  it  increasingly  masoch- 
istic to  stick  with  cash.  "The  falling 
yields  are  a  big  safety  net  for  stocks," 
says  market  strategist  Jason  Trennert 
of  research  firm  Strategas  Research 
Partners.  "It  makes  them  far  cheaper 
than  bonds." 


DISMAL  DAYS 

The  decade  is  on  track  for  the  worst 
showing  since  the  Great  Depression 


Data:  InvesTech  Research 
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The  smart  money  isn't  holed  ui, 
like  the  rest  of  us.  The  rarefied  lik 
Warren  Buffett  and  Citadel's  Ken 
Griffin  are  plowing  capital  into  ee 
ties,  particularly  financials,  grou'j 
zero  for  the  subprime  meltdown,  i 
ereign  wealth  funds  are  on  the  pr ' 
And  foreign  companies  are  whee  t 
and  dealing.  They  accounted  for  ij 
half  of  U.S.  mergers  and  acquisitit, 
the  last  quarter  of  2007.  If  we  doiij 
our  home  cooking,  others  will. 

But  it's  your  party,  and  you  can 
you  want  to.  Stuff  that  mattress, 
those  unopened  brokerage  staten 
Exile  your  40l(k)  login  to  the  Sib , 
your  subconscious.  Go  ahead  anck 
off  the  market  for  the  next  24  mo 
This  decade  is  a  lost  cause. 

For  all  our  sakes,  I  hope  I'm  wroni 

This  is  Senior  Writer  Roben  Farzad's  inau 
column. 
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0  You  Want  to  Publish  That  Novel 

b  lets  you  create  any  sort  of  book— even  one  with  photos— for  just  $20 


073 


writer  A.J.  Liebling  famously  observed  that  "freedom  of  the 
i;s  is  guaranteed  only  to  those  who  own  one."  Of  course,  blogs 
2  made  it  possible  for  all  to  share  their  views  in  electronic  form. 
iv  advances  in  printing  technology  mean  you  can  immortalize 
r  thoughts  in  a  bound  book  for  as  little  as  $20 . 


ieb  sites  that  assemble  a  collection 
lur  pictures  into  photo  books  have 

I  around  for  a  while  from  East  - 
Kodak  and  Hewlett-Packard's 
)fiish,  and  from  MyPublisher.com. 
it's  new— from  a  startup  called 

b— is  the  opportunity  to  create  just 
it  any  sort  of  book  and  even  to  sell 
inished  product  online, 
urb  takes  advantage  of  new  print- 
echnology,  best  exemplified  by 
;  Indigo  press.  Think  of  it  as  the 
child  of  a  laser  printer  and  a  con- 
ional  offset  press.  Although  the 
al  printing  is  done  with  traditional 
d  ink  instead  of  toner,  the  pro  - 
is  laser -guided,  eliminating  the 
2mely  expensive  step  of  making 
(graph  plates.  As  a  result,  very 

II  press  runs  and  even  single  copies 
>me  practical. 

lecided  to  create  a  book  about  a 
I  took  last  summer  to  Haida  Gwaii, 
slands  of  the  Queen  Charlotte 
ipelago,  just  south  of  the  British 
imbia -Alaska  border.  My  wife  and 
ne  back  from  the  vacation  with 
ireds  of  photos.  I  wanted  to  com- 
pictures  with  text  describing  what 
.ad  seen  and  learned, 
urb's  BookSmart  software  is  a  free 
nload  for  both  Windows  PCs  and 
s.  I  chose  the  Mac  version,  which 
grates  with  iPhoto  for  picture 
agement.  The  Windows  version 


s  soon  as  you're  happy  with  the  way  your 
Dok  looks  on  the  screen,  you  hit  "submit," 
id  a  few  days  later  it  arrives  in  the  mail 


works  with  Google's  Picasa.  You  create 
your  book  one  page  at  a  time,  choos- 
ing a  layout  for  pictures  only,  text  only, 
or  pictures  and  text.  You 
then  edit  the  photos  with 
whatever  program  you 
like,  and  drop  the  results 
onto  the  page.  I  used 
Adobe's  Photoshop  CS3 
to  edit  my  pictures,  wrote 
the  text  in  Apple's  Pages 
word  processor,  and  then 
pasted  it  into  BookSmart. 

The  Blurb  software  is 
easy  to  use,  letting  the 
publisher  (that's  you) 
focus  on  the  hard  work 
of  getting  the  text  and 
pictures  right.  I'm  afraid 
there's  no  way  to  trun- 
cate this  creative  part  of 
the  job.  It  took  me  at  least 
an  hour  a  page  to  write 
the  text  and  select  and 
edit  the  pictures. 

I  found  some  aspects 
of  BookSmart  frustrat- 
ing. There  are  dozens  of 
page  layouts  to  choose 
from,  but  sometimes 
none  of  them  seemed  quite  right.  And 
I  really  wanted  to  be  able  to  resize 
picture  boxes,  but  there  was  no  way  to 
do  that.  Also,  there  is  no  provision  for 
changing  the  typeface  settings  used  by 
default  for  print, 
so  unless  you  like 
Blurb's  choices, 
you  must  manu- 
ally change  the 
type  settings  for 
each  text  ele- 


ment. Blurb  promises  improvements 
in  future  software  updates. 

I  created  my  book  by  selecting  the 
page  layouts  I  wanted  one  at  a  time,  but 
Blurb  also  offers  a  number  of  tem- 
plates, including  cookbooks,  poetry, 
and  wedding  books .  And  it  can  "slurp " 
the  contents  of  blogs  in  several  popular 
formats  into  a  book.  As  soon  as  you're 
happy  with  the  way  your  book  looks, 
you  hit  "submit,"  and  a 
few  days  later  it  arrives  in 
the  mail. 

I  was  delighted  with 
how  my  little  28 -page 
project.  Northern  Vision, 
turned  out.  It's  a  real 
book,  complete  with  a 
glossy  jacket  and  even  a 
standard  book  number 
code.  It's  well  printed  on 
heavy  stock,  the  photos 
are  faithful  to  the  origi- 
nals, and  it  cost  me  just 
$29.95  for  a  single  copy. 
(It's  $10  less  for  soft- 
bound.)  There  are  volume 
discounts  for  orders  of 
more  than  10,  and  you 
can  set  your  own  price 
for  copies  sold  through 
Blurb's  bookstore.  That's 
useful  mostly  for  orga- 
nizations that  want  to 
offer,  say,  a  cookbook  as  a 
fund -raiser. 

Vanity  publishing 
has  been  around  for  about  as  long  as 
books,  but  it  used  to  be  an  expensive 
indulgence.  Technology  has  democ- 
ratized pubHshing,  as  it  has  so  many 
things,  to  the  point  that  anyone  who 
has  secretly  longed  to  be  an  author  can 
go  for  it.  IBWI 
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You've  Got  Tribune.  Now  Do  Something 

How  new  owner  Sann  Zell  can  breathe  life  into  newspapers  annid  widespread  malaise 


Happy  2008  and  big  congratulations,  Sam  Zell!  You  got  your  deal 
done  for  Tribune.  Just  in  the  nick  of  time,  judging  from  all  the  moan- 
ing I'm  hearing  about  how  hard  it  is  to  borrow  money  these  days. 
Thanks  for  bringing  idiosyncrasy  back  to  a  medium  that  once,  long 
before  an  initial  public  offering  ever  dirtied  the  desk  of  a  press  lord. 


was  peopled  by  publishers  with  mud 
on  their  boots  and  rifles  in  their  of- 
fices, if  I  may  paraphrase  the  late  David 
Halberstam.  Now  for  the  hard  part: 
coming  up  with  solutions  in  an  Indus  - 
try  long  run  by  executives  who've  been 
stewing  in  its  old  assumptions  their 
entire  working  lives. 

The  bad  news  is  everyone  thinks 
you're  nuts.  Yes,  they  always  did,  but 


Billionaire  Zell 
struck  the  deal 
to  buy  Tribune 
last  April 


now  they've  got  reason  to.  While  2007 
was  notably  ugly  for  newspapers, 
2008  is  looking  worse.  Paper  prices 
are  skyrocketing,  and  ad  revenues,  as 
you've  noticed,  continue  to  sHde.  On 
the  Simpsons,  a  character  just  taunted 
a  Washington  Post  reporter:  "Ha-ha! 
Your  medium  is  dying! "  That  the 
coastal  intelligentsia's  current  HBO 
fave.  The  Wire,  will  focus  on  the  corpo- 
rate ownership  of  your  Baltimore  Sun 
won't  make  you  look  great,  either.  But, 
whatever.  Your  constituents  are  bank- 
ers, not  NPR  listeners. 

Be  happy  that  this  is  an  election 
year,  and  candidates  are  spending  like 
shoppers  in  heat.  Your  local  TV  sta- 
tions need  only  hold  a  bag  open  while 


the  sky  rains  gold,  at  least  until  Nov.  4. 
So  much  for  the  easy  part.  Aside  from 
what  you've  already  talked  about  — 
coming  up  with  new,  half- decent  Web 
sites  for  your  nine  newspapers— here 
are  updates  for  the  to-do  list: 

SAY  HELLO  TO  YOUR  NEW  BEST  FRIENDS, 
MediaNews  Group's  CEO  Dean 
Singleton  and  Philadelphia  News- 
papers' CEO  Brian  Tierney. 
They're  two  new-  school  press 
barons,  open  to  fresh 
approaches,  whose  private 
companies  are  not  yoked  to 
Wall  Street.  They  own  key 
papers  near  yours:  Tierney 's 
Philadelphia  Inquirer  and 
Philadelphia  Daily  News  and 
your  Allentown  Morning  Call; 
Singleton's  Los  Angeles  Daily 
News  and  other  local 
properties,  and  your  Los 
Angeles  Times.  Tribune 
already  partnered  with  Singleton  on 
some  ad-insert  deals.  You  should  do  as 
much  partnering  with  each— printing, 
distribution,  you  name  it— as  is  legally 
possible.  Hop  into  as  many  of 
Singleton's  far-reaching,  cross- 
company  deals  with  Yahoo!  as  you  can. 
You  need  to  cut  a  deal  with  a  portal— if 
it  works,  it  will  bring  in  pretty  painless 
revenue.  And  treat  Singleton  nicely. 
He  'd  Ukely  love  the  Morning  Callif  you 
ever  want  to  sell  it. 

OUTSOURCE  ALL  PRINTING  in  as  many 
markets  as  soon  as  possible.  Ditto 
distribution.  I  know,  I  know,  there  are 
union  complications  in  some  of  your 
markets.  But  this  is  the  least  attractive 


part  of  what  you've  bought.  You've^ 
better,  money -making  things  to  thi. 
about  these  days. 

DON'T  FALL  FOR  THE  MIRAGE  OF 
SYN  ERGY.  TV  and  newspapers  havet; 
never  played  well  together.  It's  silly 
think  they  might  now.  Oh,  sure,  thr 
some  TV  video  up  on  a  newspaper'; ' 
Web  site,  and  some  newspaper  stori 
up  on  a  station's  site.  But  that's  kidl 
stuff,  and  about  all  that  will  work. 
Print  and  TV  are  different  products 
Treat  them  as  such. 

Except  in  one  way.  In  Chicago  or  r| 
Angeles — pick  one ,  or  even  both — c^ 
ate  a  massive  internal  ad  agency  tha 
can  create  and  place  ads,  and  even 
help  with  strategy,  for  local  advertia 
ers.  No  one  local  entity  should  knoM 
more  about  a  market  than  Tribune  r 
those  cities.  You're  the  only  player 
who's  got  TV,  newspapers,  and— mn 
important— Web  sites,  which  for  yef 
have  sucked  up  data  on  local  consuu 
behavior.  Tribune's  never  taken  ad\i 
tage  of  that.  You  should. 

DONT  FEAR  PRICE  HIKES.  For  SOmeJ 
your  newspapers —Newsdaj  and  thl* 
Orlando  Sentinel,  to  name  two— 
there's  no  serious  competition.  Mai 
readers  pay  more  for  the  physical 
product.  Paper  and  distribution  co 
are  brutal,  and  the  days  when  you 
could  make  it  up  with  ads  are  long 
gone.  Don't  worry  if  your  circulatk 
volume  drops  so  long  as  the  circula 
revente,  and  profits,  are  rising. 

Lastly,  your  new  paper  in  Newpo 
News,  Va.  ?  It's  not  far  from  some  ni 
beaches.  If  your  deal  goes  to  hell, 
remember  this  :  you  can  always  hidi 
out  there.  IBWI 

BUSINESSWEEK.COM    I 
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LIT  CLIMB 
I  AGAIN? 

CK  PRICE  (DOLURS) 


Speed  Ahead  at  DryShips 

hips  (DRYS),  a  bulk  shipper  of  dry  commodi- 
jch  as  steel  and  coal,  is  projected  to  earn  a 
$20  a  share  in  2008,  up  from  2007's  estimated 
.Yetitsshares,languishingat  62.71— down 
from  130  in  Octo- 
ber—trade at  a  paltry 
price -earnings  ratio  of 
just  3.15.  In  2006,  when 
DryShips  earned  $2.18 
a  share ,  its  p  -  e  ratio 
m- soared  to  39.  Part  of 

Bhu  I  II  I  I  I  I  I  M  I  I  I  1  I  I  I  I  I  I 

the  stock's  drop  and  its 
meager  p-e  is  DryShips' 
million  purchase  in  December  of  a  30%  stake 
ean  Rig,  a  Norwegian  offshore  driller.  Crit- 
Diry  that  DryShips  may  be  deviating  from  its 
n  shipping,  which  is  going  strong.  But  Robert 
jon  of  Satuit  Capital  Management,  whose 
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largest  holding  is  DryShips,  remains  a  bull.  Ocean 
Rig  will  prove  to  be  "a  sterling  investment  in  the 
next  two  years,"  he  says.  The  stock  is  now  as  com- 
pelling as  it  was  last  year  when  it  stood  at  50 —on 
its  way  to  130,  says  Johnson.  Given  the  company's 
earning  power  and  a  surge  in  global  demand,  mostly 
in  China,  he  sees  the  stock  at  100  in  18  months. 
Douglas  Mavrinac  of  investment  lirm  Jefferies 
Group  raised  his  2008  profit  estimate  to  $20.24  a 
share  to  reflect  the  stake  in  Ocean  Rig.  He  rates  the 
stock  a  buy,  with  a  12-month  price  target  of  160. 
The  impact  will  be  greater  in  2009  and  2010,  he 
adds,  when  Ocean's  drilling  rigs  operate  under  new 
contracts  at  higher  day  rates.  The  stock's  sell-off 
was  overdone,  says  Mavrinac. 
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rochip's 
isive  Buyback 

chip  Technology's 
P)  buyback  of  14.3 
a  shares  has  perked 
stock.  The  maker  of 
;ontroUer  chips,  used 
igerators,  coffee  ma- 
;,  and  cars,  saw  shares 
im  42  in  June  to  27  in 
iber.  They  are  now  at 
following  the  buyback 
Management  repur- 
>  shares  only  when  it 
i  they're  undervalued, 
Sarat  Sethi  of  Douglas 
le  &  Associates,  which 
stock.  In  2007's  iirst 
;r,  Microchip  bought 
;  when  the  stock  began 
ik  down,  he  says.  Usu- 
prefers  to  hike  its  divi- 
the  yield  is  now  4.3%. 
lew  this  buyback  as  a 
f  the  firm's  confidence 


A  RISE  ON 

THE  REPURCHASE 

STOCK  PRICE  (DOLLARS) 
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in  its  future,"  says  Cody 
Acree  of  Stifel  Nicolaus,  who 
rates  the  stock  a  buy,  with 
a  target  of  42.  He  raised  his 
forecast  for  2008  from  $1.40 
a  share  to  $1.45  and  for  2009 
from  $1.58  to  $1.70. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Up  and  Over  at 
Chicago  Bridge 

Chicago  Bridge  &  Iron  (CBI), 
one  stock  that  has  bolted 
higher  despite  this  volatile 
market,  is  apt  to  gain  more 
upward  traction.  Special- 
izing in  the  energy  industry, 
this  engineering  and  con- 
struction company  watched 
its  shares  pump  up  from  20 
last  March  to  54.09  on  Jan. 
9.  Jesse  Adelaar  of  Peconic 
Partners,  which  owns  shares, 
figures  that  if  CBI  hits  its  tar- 
gets of  20%  sales  growth  and 
11%  in  operating  margins,  it 
could  earn  $3  in  2008.  Rival 
Fluor  could  see  l5%-20% 
earnings  growth  in  the  long 
run,  he  says;  it  sells  at  a  p-e 
of  23.  CBI,  with  a  p-e  of  16, 
could  hit  75  if  it  trades  at  a 
p-e  of  25,  says  Adelaar.  Andy 
Kaplowitz  of  Lehman  Broth- 


PLENTY 
OF  TRACTION 

STOCK  PRICE  (DOLLARS) 
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ers,  who  rates  the  stock  over- 
weight, says  CBI  is  one  of  his 
top  picks  in  the  engineering 
and  construction  sector. 
He  figures  it  earned  $1.75  a 
share  in  2007  and  he  expects 
$2.60  in  2008  vs.  $1.19  in 
2006. 1 BW I 

BUSINESSWEEK.COM    I 

Inside  Wall  Street  is  posted  at 
businessw/eek.com/investor  at 
5  p.m.  EST,  usually  on  Thursdays. 
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THE  SUBPRIME  MESS 
A  SLOW  BURN 


NEWS 


THE  BEAR  FLU; 
HOW  IT  SPREAD 

A  nov«l  flntncjng  %chmn0  UMd  by  B««r*«  h«dg«  funds 
b#c«m«  « t#inpUto  for  fubprlm*  dlMf  t«r 


lw«M*«>*aaihitoi*»lwi«to 


t1»  MMlMi  *Mt  OMt  at^Mi 


fcVMH  >lva#w  OHM  UtW  <H«I| 


Sometimes  it  takes  time  for 
anger  to  crystallize,  espe- 
cially over  something  as 
complex  as  the  subprime 
mortgage  meltdown.  Back  in 
the  fall,  when  we  looked  at 
the  root  causes — and  credit  - 
market  consequences— of 
the  collapse  of  two  heav-  -«■"••-"      — 

ily  leveraged  Bear  Stearns 

hedge  funds  ("Bear  Bets  Wrong,"  Oct.  22, 2007),  the  response  was  fairly  muted. 
Yes,  investors  who  lost  some  $1.6  billion  in  the  funds  were  outraged.  But  many 
readers  seemed  to  shrug  off  the  story.  Business  as  usual,  they  sighed.  Compare 
that  with  the  reaction  to  our  latest  article  on  those  funds.  "The  Bear  Flu:  How 
It  Spread"  (Dec.  31/Jan.  7)  explained  how  a  new  breed  of  collateralized  debt 
obligation  pioneered  by  the  fund  managers  was  pivotal  to  the  mortgage  mar- 
ket's dramatic  rise  and  disastrous  fall.  And  this  time,  as  the  debacle 's  economic 
consequences  become  clear,  readers  responded  with  heat. 
-Matthew  Goldstein  and  David  Henry 


ID*  niMlMtf  hmAm  fwaf  fM 
t»MfliMWt'4«Mifb#u«W.  tf^- 
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My  stomach  is  churning. 
THIS  is  the  way  we  create 
value.  THIS  is  innovation. 
I  am  rejoicing  that  many 
Wall  Street  hucksters  will 
lose  their  jobs....  This  whole 
affair  demonstrates  just 
how  insane  the  world  has 
become  in  the  smoke -and - 
mirrors  economy. 
Screen  name:  Giuseppe 

This  story  is  a  good  ex- 
ample of  why  there  should 
be  full  transparency  and/or 
regulation  for  hedge  funds. 


Perhaps  it  is  too  late,  and 
the  hedge  fund  industry  will 
evaporate  into  nothing  be- 
fore long!  Can  anyone  spell 
"Enron"? 
Screen  name:  Steve 

Where  was  the  bond  rating 
industry?  Didn't  they  have 
an  obligation  to  rate  the 
CDOs  or  the  structured  in- 
vestment vehicles  for  what 
they  were?  This  short-term 
debt  should  have  been  rated 
no  higher  than  the  long- 
term  debt  behind  it.  And 


it  should  have  been  on  the 
books,  not  buried  in  some 
off-the-books  accovmt. 
Screen  name:  Wes 

How  inventive:  kiting 

CDOs! 

Screen  name:  Howard  Johnson 

Wall  Street  has  still  not 
learned  the  lessons  taught 
by  the  spectacular  debacle 
of  another  hedge  fund— 
Long-Term  Capital  Man- 
agement-back in  1998. 
Screen  name:  Mir  Ali 


Another  Enron,  with  dc 
ent  players  and  ofiices.s 
Now,  though,  we  are  all 
the  ropes  because  of  it.t 
Screen  name:  Richard 

One  question,  of  cours 
is  what  played  a  larger  r 
role  in  the  grand  scheni 
of  things:  easy  money  ■ 
linancial  innovation?  1 
hard  to  know.  One  thirr 
true:  The  market  disto 
tions  and  noise  createc 
by  discretionary  mon- 
etary policy  make  it  ha 
to  determine  anything 
certain. 
Screen  name:  IMatt  B 

Amazing....  Didn't  any 
these  guys  see  what  ha; 
pened  in  the  early  '90s 
S«&Ls  ? . . .  As  surely  as  tit 
is  a  bull  market  in  anytl 
someone  will  figure  a  w 
to  make  it  run  beyond  £ 
reasonable  hope  of  reti' 
Screen  name:  Lodenllll 
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ETING 


EVERYWHERE 


today's  hypergreen 
ist,  it's  surprising 
isn't  more  activism 
;t  the  egregious  waste 
ited  by  unwanted 
igs("  Cutting  the  Stack 
;alogs ,"  News,  Dec.  31). 
>  an  even  worse  of - 
r.  the  Yellow  Pages. 
reat  number  of  sodden 
m  Yellow  Pages  books 
ng  the  lawns  and 
vays  of  my  commu- 
weeks  after  they  first 
r— is  evidence  enough 
3  that  many  consumers 
Hike  to  opt  out. 
ivhat  authority  is  a 
lercial  venture  allowed 
np  its  unwanted  prod- 
1  my  front  lawn? 
.eary 

.MPTON,  N.Y. 

riER  INVESTING 


UG  INTO 
fEL'S  'ROOTS' 


k  you  for  the  glimpse 
;aravel  Management, 
had  with  $1  million  in 
and  now  managing 
nillion  ( "A  King  of  the 
Frontier,"  What's  Next, 
;i).  As  someone  who 
and  translates  Latin,  I 
he  name  of  this 


investing  firm  prophetic. 
The  Latin  root  of  Caravel  is 
carabus,  or  sea  crab.  By 
analogy,  that  also  came  to 
mean  a  "wicker  boat 
covered  with  rawhide." 
Rawhide  conjures  the 
frontier  mentality  of  Caravel 
founder  James  Harmon. 
Wicker  relates  to  Southeast 
Asia,  an  area  to  watch  for 
the  fund's  growth.  But 
Zimbabwe?  It's  landlocked. 
No  place  for  a  sea  crab. 
Thomas  Sipe 

GROSSE  POINTE  WOODS,  MICH. 

ROAD  WARRIORS 

AT  THE  AIRPORT, 

OON'T  JUST  STAND  IN  LINE 

Good  advice  in  "A  Wily  Road 
Warrior's  Airport  Tips" 
(Personal  Business,  Dec.  31). 
I'd  add  this:  When  a  flight  is 
canceled,  grab  your  mobile 
to  call  your  travel  agent's  or 
travel  management  compa- 
ny's emergency  hot  line. 
Joe  da  Rosa 

BALBOA  TRAVEL 
SAN  DIEGO 

RULES  AND  REGS 

GIVE  BUREAUCRACY 

A  FAIR  SHAKE 

I've  come  to  expect  insight- 
ful, balanced,  well-reasoned 
Welch  Way  commentaries. 
So  I  was  blindsided  by  the 
emotional  tirade  in  "Death 


what  authority  is  a  commercial  venture 
Dwed  to  dump  its  unwanted  product 
my  front  lawn?  BILL  o'LEARY 


CORRECTIONS  & 
CLARIFICATIONS 

The  caption  for  a  photo  ac- 
companying "Pumping  Money 
into  the  System"  (News,  Dec. 
31 )  erroneously  located  the 
European  Central  Bank  in 
Brussels.  Its  headquarters  are 
in  Frankfurt,  Germany. 

"Big  Opportunities  at  Small 
Banks"  (Personal  Business, 
Dec.  3)  incorrectly  stated  that 
North  Fork  Bank,  a  subsidiary 
of  Capital  One,  no  longer  fo- 
cuses on  lending  to  landlords 
of  rent-controlled  and  rent- 
stabilized  apartment  buildings 
in  New  York  City.  That  niche 
continues  to  be  a  focus. 


to  Bureaucracy"  (Dec. 
24).  I'm  sure  most  readers 
understand  that  corpo- 
rate rules  and  procedures 
are  necessary  and  that  the 
appropriate  amount  of 
bureaucracy  depends  on  the 
type  of  business.  Creativity 
can  flourish  in  any  organiza- 
tion with  a  good  leader.  An 
approach  that  pokes  fun  at 
bureaucrats  is  impractical 
for  most  worker  bees. 

Ed  Powers 

LUMBERTON,  N.C. 

GREEN  BUSINESS 

SHEDDING  MORE  LIGHT 

ON  PHILIPS 

"Philips:  Lord  of  the  Lights" 
(News,  Dec.  24)  should  be 
read  alongside  an  earlier 
BusinessWeek  article,  "Qual- 
ity Isn't  Just  for  Widgets" 
(July  22, 2002).  That  story 
shed  light  on  General  Elec- 
tric's  obsession  (my  word) 
with  Six  Sigma.  Perhaps  the 
lesson  [for  new-product  de- 


velopment] is  to  confine  Six 
Sigma  to  widget  output. 


Norris  Goff 

MARSHALL,  VA. 


Philips  may  lead  the  race  to 
convert  us  to  LED  lighting, 
but  for  how  long?  After  only 
a  year  of  use ,  a  third  of  the 
LED  lights  on  my  Philips - 
branded  indoor -outdoor 
Christmas  tree  rusted  out. 
"Philips"  or  the  Philips  logo 
appeared  all  over  the  pack- 
age, but  Philips'  response 
to  my  support  inquiry  was: 
"We  don't  make  those." 
Todd  Hill 

PALMYRA,  N.J. 


PAYDAY  LOANS 


NORTH  CAROLINA  SAYS 
GOOD  RIDDANCE 

The  analysis  of  payday 
lenders  cited  in  "A  Second 
Look  at  Payday  Loans"  (Fi- 
nance Briefs,  Dec.  17)  uses 
data  from  the  Fed's  regional 
check-processing  centers 
to  claim  that  Georgia  and 
North  Carolina  had  more 
bounced  checks  after  such 
lenders  were  banned.  But 
many  checks  processed  in 
the  Atlanta  and  Charlotte 
(N.C.)  centers  come  from 
states  that  allow  payday 
lending.  A  report  from  the 
North  Carolina  Commis- 
sioner of  Banks,  drawing  on 
interviews  with  past  payday 
borrowers,  concludes  that 
low-  and  middle -income 
people  are  glad  such  lenders 
left  the  state. 
Carol  Hammerstein 

CENTER  FOR  RESPONSIBLE  LENDING 
DURHAM,  N.C. 
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The  'World  Wide  Computer'-Another  HAL? 


The  giant  grid  of  computing  power  emerging  from  the  likes  of  Google  and  Microsoft  could  have  a  dark  < 


It  was  in  early  2005  that  representatives  of  an  outfit  called  Design  LLC 
trekked  to  The  Dalles,  Ore.  They  entered  into  quiet  negotiations  with 
local  officials  for  a  30  -  acre  parcel  of  land  on  the  banks  of  the  Colum- 
bia River.  Reports  later  emerged,  writes  Nicholas  G.  Carr,  former  edi- 
tor of  The  Harvard  Business  Review,  that  Design  was  working  on 


behalf  of  Google.  On  that  piece  of  land, 
the  search  giant  would  build  one  of  its 
massive  data  centers.  Fueled  by  cheap 
hydropower  and  cooled  in  part  by  icy 
river  water,  this  center  would  lit  into  a 
huge  networked  complex  of  comput  - 
ing  power.  As  companies  like  Google, 
Microsoft,  and  Amazon.com  are  erect- 
ing such  centers  from  the  Carolinas  to 
Siberia,  they're  creating  a  new  form 
of  utihty.  Together  they  form  a  gi  - 
ant  computing  grid  that  promises  to 
deliver  the  vast  digital  universe  to  sci- 
entific labs,  companies,  and  homes  in 
the  decades  ahead.  But  in  his  thought- 
ful book  The  Big  Switch:  Rewiring  the 
World,  from  Edison  to  Google,  Carr 
warns  this  trend  could  herald  a  new, 
darker  phase  for  the  Internet— one 
where  these  mega -networks  could 
eventually  operate  as  a  fearsome  entity 
that  will  dominate  our  lives.  He  dubs  it 
"the  World  Wide  Computer." 

Carr  is  no  stranger  to  raising  tough 
questions  about  technology's  future. 
Four  years  ago  he  had  tech  execu- 
tives sputtering  over  his  provocative 
book.  Does  IT  Matter?  His  argument 
then  was  that  information  technol- 
ogy was  turning  into  a  commodity, 
like  electricity,  and  that  companies 
could  no  longer  hope  to  gain  competi- 
tive advantage  by  buying  the  latest  and 
greatest  hardware  and  software.  The 
Big  Switch,  which  can  easily  be  read  on 


Carr  fears  individuals  could  become  neurons 
in  this  global  brain,  while  companies  and 
governments  glean  the  data  to  control  us 
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a  cross-country  flight,  goes  much  fur- 
ther in  describing  that  transformation 
and  exploring  its  consequences. 

Many  of  them,  to  Carr's  eyes,  are 
grim.  He  sees  the  trillion -dollar  tech 
industry,  built  for  a 
generation  upon  the  PC, 
heading  for  wrenching 
change.  As  businesses  and 
consumers  alike  tap  into 
the  World  Wide  Computer 
for  software  services  and 
store  vast  digital  troves 
on  its  distant  disk  drives, 
they'll  buy  less  gear. 

Traditional  economists 
would  applaud  these 
efficiencies,  predicting 
that  unleashed  resources 
would  flow  to  innovations 
and  new  businesses,  creating  a  host 
of  new  jobs.  But  Carr  remains  ever 
the  Grinch.  He  describes  a  world  in 
which  a  handful  of  lucky  and  brilliant 
entrepreneurs  uses  the  World  Wide 
Computer  to  tap  humanity's  smarts 
and  creativity  for  free,  a  la  YouTube 
and  Wikipedia,  while  putting  legions 
of  information  professionals  out  of 
work.  If  that's  not  dreary  enough,  he 
predicts  that  companies  and  govern- 
ments will  be  able  to  harvest  data 
from  these  networked  computers  to 
track  our  behavior  and,  ultimately,  to 
control  us. 

To  be  sure, 
some  benefits  of 
these  trends  are 
notably  absent 
from  Carr's  book. 
Many  scientists, 
for  example,  plan 
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to  use  these  immense  computing 
sources,  often  known  as  clouds,  t( 
row  through  mountains  of  data  in 
hunt  for  new  personalized  medici 
and  clean  forms  of  energy. 

Carr,  however,  confines  his  ana 
to  business  and  society.  Here  he  q 
optimists  and  visionaries  who  tru 
that  cheap  and  plentiful  computii 
will  usher  in  epochal  transforma- 
tions. He  cites  the  inventor  of  the- 
World  Wide  Web,  Tim  Berners-L( 
who  predicted  that  t 
Web  would  bring  "tl 
workings  of  society  i 
to  the  workings  of  on 
minds."  In  a  similar ' 
author  Kevin  Kelly  v\ 
that  the  "  gargantuan 
computer  provided  1 
new  mind  for  an  old  3 
cies."Intheend,"W* 
live  inside  this  thing| 
In  a  sense,  Carr  ag 
But  he's  hardly  sanga 
about  the  results.  H(; 
sees  manki 
increasing! 
laboring  to)^ 
thismachiii 
continually 
feeding  it  w 
data  about  our  every  keystroke,  e- 
purchase,  or  movement.  Andinti' 
this  global  computer  will  get  smau 
learning  more  and  more  about  thaj 
patterns  of  humanity  and  the  wofi; 
Carr  calls  this  process  "the  transfu 
of  our  intelligence  into  the  machiiij 
something  he  finds  troubling.        ' 
Indeed,  Carr  worries  that  indiv\ 
als  could  eventally  become  just  ne 
rons  in  this  global  brain  or,  reverti 
his  19th  century  analogy,  "cogs  in 
intellectual  machine  whose  worki 
and  ends  are  beyond  us."  Scary?  N 
doubt.  But  as  we  prepare  for  the  V 
Wide  Computer,  it's  not  a  bad  ide; 
consider  its  dark  side.  IBWI 

J 


The  Big  Switch.Rewiring 
the  World,  From  Edison 
to  Google 

Nicholas  Carr;  W.  W. 
Norton  &  Co.;  $25.95 
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Fear  Not  the  Foreign  Investor 

Why  U.S.-bound  money  from  Asia  and  the  Middle  East  is  no  cause  for  anxiety 


What  is  your  take  on  sovereign  wealth 
funds  buying  into  U.S.  companies? 
The  stakes  are  big,  like  the  Singapore 
government's  10%  of  UBS,  and  the  im- 
pact could  be,  too,  like  Prince  Alwaleed 
pushing  Chuck  Prince  out  of  Citigroup. 

DipakThakur 
DECATUR,  ILL. 

Now  wait  a  minute.  Was  Chuck  Prince 
pushed  out  of  his  job  by  a  member  of 
the  Saudi  Arabian  royal  family?  Or  was 
he  asked  to  move  on  by  Citi's  board, 
which  probably  had  input  from,  among 
many  others,  a  major,  concerned, 
long-term  shareholder  who  happens 
to  be  Saudi  royalty  ?  Our  bet  is  the  lat  - 
ter  scenario,  and  in  a  nutshell,  that's 
why  we  are  not  even  slightly  worried 
about  the  recent  upwelling  in  sover- 
eign wealth  fund  (SWF)  investments. 
Yes,  as  the  feature  story  earlier  in  this 
issue  suggests,  some  of  the  stakes  be  - 
ing  taken  are  substantial.  Along  with 
the  UBS  deal,  for  example,  Singapore's 
state -run  Temasek  Holdings  recently 
bought  about  9%  of  Merrill  Lynch,  the 
Chinese  government  spent  $5  billion 
for  a  piece  of  Morgan  Stanley,  and 
Dubai's  state -owned  investment  group 
took  a  6.5%  stake  in  MOM  Mirage. 

These  transactions  seem  to  suggest 
that  foreign  investors,  be  they  govern- 
ments or  individuals,  are  bu5dng  into 
U.S.  companies  for  the  same  old  oppor- 
tunistic reasons  everyone  else  is.  They 
see  sound  companies  that  can  teach 
them  a  lot  and  are  undervalued  because 
of  the  weak  dollar  and  hard  times  but 
wiU  one  day  come  back  strong.  Simply 
put,  they  see  great  deals,  and  they  want 
in.  What  else  is  new  on  Wall  Street  ?  We 


Offshore  investment,  at  this  reasonable 
level,  does  a  world  of  good,  not  least  by 
strengthening  vital  international  ties 


consider  all  the  recent  SWF  activity  the 
natural  evolution  of  globalization,  and 
at  least  for  now,  it's  all  good. 

At  least  for  now,  we  say,  because  of 
course  we're  not  oblivious  to  the  danger 
of  foreign  investment  in  America's  stra- 
tegic assets.  You've  heard  the  doomsday 
duckings  of  Chicken  Little  xenophobes, 
so  we  need  not  repeat  them.  Nor  will  we 
dismiss  them  outright.  But  at  the  cur- 
rent levels  of  investment,  threatening 
developments  seem  highly  unlikely.  If 
that  changes,  expect  U.S.  boards  to  step 


up  to  the  plate  on  homeland  security. 
And  if  they  don't,  recent  history  shows 
there  will  be  more  than  enough  govern- 
ment intervention. 

Enough  about  the  dangers  of  foreign 
investment .  There 's  a  big  upside  to  all 
that  offshore  money  pouring  into  the 
U.S.  Call  it  a  recycling  of  the  triUions  of 
dollars  we've  shelled  out  for  low-cost 
imports  and  Mideast  oil.  That's  global- 
ization at  work.  And  whDe  it  recycles, 
globalization  expands  opportunities  for 
the  world's  too-numerous  have-nots, 
and  perhaps  best  of  all,  boosts  the  eco- 
nomic, political,  and  social  interdepen- 
dence of  nations. 
In  these  fraught 
and  divisive 
times,  who,  we 
ask,  could  do  any- 
thing but  cheer 
thatd5mamic? 


And  so,  we'd  urge  you  to  take  ai 
look  at  the  foreign  investments  t\ 
seem  to  concern  you.  In  trying  til 
U.S.  companies  always  attract  op] 
portunistic,  activist  shareholderil 
Sometimes  they  look  like  Carl  Icii 
or  Nelson  Peltz.  Sometimes  theyJ 
like  shiny-faced  hedge  fund  manij 
ers  just  out  of  Wharton  or  Harvaai 
Business  School.  And  sometimes^ 
now— they  look  Chinese  or  Saud:^ 
whatever.  It  doesn't  matter.  They; 
after  the  same  thing:  the  opportii! 
in  America's  capitalistic  market. 

What  is  the  difference  between  I 

and  managing? 

Richard  Zoretic 
VIRGINIA  BEACH,  VA. 

You  ask  a  real  favorite.  In  fact,  wee 
your  question  all  the  time,  just  abt 
as  often  as  we  get,  "Are  leaders  bo(; 
or  made?"  Now,  for  that  question 
have  already  written  an  answer  irr 
space,  which  was,  just  to  paraphw 
here,  "Both."  Your  question,  howw 
harder.  In  other  words,  we  don't  1 1 
The  way  weseeit,thisis  really  ' 
semantics.  Leaders  must  manage 
people  and  processes  to  get  the  jofl 
done,  and  a  manager  is  pretty  limn 
if  he  doesn't  also  do  the  things  a  Li 
does,  like  inspire  and  coach.  Gooo 
ers  manage  and  good  managers  le> 
where 's  the  dividing  line  ?  We  'd  wj 
it  only  comes  into  play  when  you  >i 
want  to  offend  an  employee  who  d 
t's  ^nd  dots  i's  but  couldn't  excite* 
busload  of  kids  bound  for  Disney , 
In  such  a  case,  what  do  you  say?  Y 
it.  "You're  a  good  manager."  1 BW I 

BUSINESSWEEK.COM  I 

Jack  and  Suzy  Welch  await  your  questiorm 
E-mail  them  at  thewelchway@business- 
weekcom.  For  their  VIDEO  PODCAST,  gqj 
businessweek.eom/search/podcasting.W 
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Vhere  work  and  play 
itersect  at  high  velocity. 


traducing  MOTO  Q™  Global,  one  of  AT&T's  fastest  3G  smart  devices, 
quipped  with  GPS,  Windows  Mobile"  6,  and  a  full  multimedia  experience, 
s  one  of  the  most  advanced  voice  and  data  devices  of  its  kind.  And  it 
)mes  with  your  choice  of  a  free  "My  Q  Paks"  customized  application.  Get 
e  best  of  both  worlds  while  you're  working  and  playing  around  the  globe. 


Check  email,  IM,  and  browse  the  Web  at  mobile 
broadband  speeds. 

Access  turn-by-turn  GPS  navigation. 

Play  videos,  listen  to  music,  and  take  pictures. 

Only  AT&T's  3G  network  allows  you  to  talk  and  download  data 
simultaneously. 

AT&T  has  the  broadest  global  coverage  of  any  U.S.  carrier. 


MOTO  Q'"  Global  only  from  AT&T 
$29099 

after  $50  mail-in  rebate  debit  card  with 

2-year  wireless  service  agreement  on  personal 

or  PDA  data  plans  and  eligible  voice  plan. 

O^^^t  Windows 
i^  Mobile 


The  new 


at&t 


Your  world.  Delivered. 


Call  866-9-ATT-B2B      Click  wireless. att.conn/motoqglobal      Visit  your  nearest  AT&T  store 

I  imposes  monthly  a  Regulatory  Cost  Recovery  Charge  of  up  to  $1.25  to  help  defray  costs  incurred  in  complying  with  State  and  Federal  telecom  regulation;  State  and  Federal  Universal 
arges;  and  surcharges  for  customer-based  and  revenue-based  state  and  local  assessments  on  AT&T.  These  are  not  taxes  or  government-required  charges. 

able  on  select  phones.  Coverage  not  available  in  all  areas.  Limited-time  otter  Other  conditions  and  restrictions  apply.  Set  contract  and  rate  plan  brochure  for  details.  Subscriber  must  live  and  have  a  mailing 
nin  AT&fs  ow/ned  wireless  network  coverage  area.  Up  to  S36  activation  fee  applies.  Equipment  price  and  availability  may  vary  by  market  and  may  not  be  available  from  independent  retailers.  Early  Termination 
'  cancelled  in  the  first  30  days:  thereafter  S175,  Some  agents  impose  additional  fees.  Unlimited  voice  services:  Unlimited  voice  services  are  provided  solely  for  live  dialog  between  two  individuals,  Offnet  Usage: 
les  of  use  (including  unlimited  services)  on  other  carriers'  networks  ("offnet  usage")  during  any  two  consecutive  months  exceed  your  offnet  usage  allowance,  AT&T  may  at  its  option  terminate  your  service,  deny  your 
se  of  other  carriers'  coverage,  or  change  your  plan  to  one  imposing  usage  charges  for  offnet  usage.  Your  offnet  usage  allowance  is  equal  to  the  lesser  of  750  minutes  or  40%  of  the  Anytime  minutes  included  with 
ata  offnet  usage  allowance  is  the  lesser  of  6  megabytes  or  20%  of  the  kilobytes  included  with  your  plan).  Rebate  Debit  Card:  Price  of  l^otorola  Q  before  mail-in  rebate  debit  card,  data  package  purchase,  voice 
se,  and  with  2-year  contract  is  $349,99,  Allow  10  to  12  weeks  for  fulfillment,  card  may  be  used  only  in  the  U5,  and  is  valid  for  120  days  after  issuance  date  but  is  not  redeemable  for  cash  and  cannot  be  used  for  cash 
at  ATMs  or  automated  gasoline  pumps.  Card  request  must  be  postmarked  by  3/31/08:  you  must  be  a  customer  for  30  consecutive  days  to  receive  card.  Sales  tax  calcuiated  based  on  price  of  unadivated  equipment 
III  systems  may  require  additional  hardware  and/or  software  to  access  f^otorola  and  the  Stylized  M  Logo  are  registered  in  the  U5,  Patent  and  Trademai  k  Office,  c-Moiorola,  Inc,  2007.  icj2007  Microsoft  Corporation, 
erved,  Microsoft  and  Windows  Mobile  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  U,S,  and/or  other  countries.  Service  provided  by  AT&T  Mobility,  ^  2008  AT&T  Intellectual  Property, 
eived.  AT&T,  the  AT&T  logo,  and  all  other  marks  contained  herein  are  trademarks  of  AT&T  Intellectual  Property  and/or  AT&T  affiliated  companies. 


©2007  Mercedes-Benz 


It's  not  just  the  flagship  of  a  company,  but  of  an  entire  industry. 


THE  2008  S-CLASS. 


While  we  don't  claim  to  predict  the  future,  we  can  tell 
you  with  some  degree  of  confidence  what  automakers 
will  be  doing  in  the  years  to  come.  We  say 
this  not  as  a  matter  of  mere  speculation,  but 
from  firsthand  experience. 

For  decades,  the  S-Class  Sedan  has 
been  the  platinum  standard  of  luxury, 
craftsmanship  and  engineering  innovation,  and  the 
inspiration  for  many  of  the  industry's  most  meaningful 
and  important  advancements. 

Yet  its  leadership  role  is  not  merely  a  product  of  its 
unequaled  technological  prowess.  Since  its  inception, 
the  car's  striking  presence  has  been  an  S-Class 
trademark.  The  current  model  is  a  perfect  example- 
subtle  in  design  and  undeniably  commanding  in  scale. 


Yet  this  imposing  automobile  performs  with  agility  and 
grace  that  is  nothing  less  than  breathtaking. 

An  S  550  will  carry  its  occupants  in  luxury 
from  0  to  60  mph  in  just  5.4  seconds.*  (An 
AMG  variant  of  the  same  car  will  do  it  in  4.5 
seconds.)  And  on  the  German  autobahn, 
this  car  can  cruise  in  excess  of  135  mph.** 
The  sense  of  complete  serenity  at  these  speeds,  or  any 
speed,  is  yet  another  facet  of  its  flagship  character.  And 
the  one  which  other  makers  find  most  difficult  to  duplicate. 
As  the  2008  S-Class  rolls  out  of  the  factory  in 
Stuttgart,  it  will  undoubtedly  capture  the  hearts  of 
the  pundits.  World  governments,  sports  heroes  and 
business  moguls  will  make  their  purchases.  But  few  will 
pay  closer  attention  than  the  people  who  build  other  cars. 


THE  S-CLASS.  The  sedan  that  set  the  standard  for  advanced  automobile  engineering  and  continues  to  raise  it. 
Unlike  any  other.  


Mercedes-Benz 


MBUSi 


•Stated  rates  of  acceleration  are  based  on  manufacturer's  track  results  and  may  vary  depending  on  model,  environmental  and  road  surface  conditions,  driving  style,  elevation  and  vehicle  load.  "Please 
carefully,  consistent  with  conditions  and  always  obey  local  speed  limits.  S  550  shown  in  Black  paint.     For  more  Information  on  Mercedes-Benz  products,  call  1-800-FOR-MERCEDES,  or  visit  W 
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unlimited  air  racing,  reno,  nevada. 


BREITLING 


ecision 


INSTRUMENTS    FOR     PROFESSIONALS' 


Pure  performance.  Absolute  precision.  Here  at  Breitling,  we  are  dri\-en  b\-  a 
single  passion,  a  single  obsession;  to  create  ultra-reliable  instrument  \vatches 
tor  the  most  demanding  professionals.  Each  detail  of  their  construction  and 
finishing  is  dri\'en  bv  the  same  concern  for  excellence.  Our  chronographs 
meet  the  highest  criteria  of  sturdiness  and  functionalit\',  and  we  are  the  only 
major  watch  brand  in  the  world  to  submit  all  our  mo\ements  to  the  merciless 
scrutin\'  of  the  Swiss  Official  Chronometer  Testing  Institute  (COSC).  One 
simph'  does  not  become  an  official  a\'iation  supplier  bv  chance. 
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www. BREITLING. COM 

For  \  our  nearest  authorized  retailer  please  call  SOO  641  7343 
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Network-ready  starting  at  $399 
t  PHASER'  6130  Color  Printer 


K ■ _.        Fastest  color  printer  in  its  class 

f '  '        at  up  to  ^2ppm 

PHASER"  6360  Color  Printer 


Auto  Color  I 
helps  mana 

PHASER'  85e 


xerox.com/frugalcolor  1-800-ASK-XEROX 


*The  Xerox  Total  Satisfaction  Guafontee  applies  to  equipment  undei  wofionty  oi  a  fullsen/ice  Xerox  maintenance  agreement  and  is  subject  to  certain  conditions. 

©2008  XEROX  CORPORATION,  All  rights  reserved-  XEROX'  sphere  symbol.  Phaser*  WorkCentre*  and  Xerox  Color  It  mokes  business  sense  ore  trademarks  of  XEROX  CORPORATION  in  the  United  Stotes  ond/or  other  countries 


king  software  to  ensure  more  efficient  color  usage? 
N  who.  Xerox  Color.  It  makes  business  sense. 


Embedded  software  manages 
color  usage  and  costs 
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CAN  YOU  HAVE  AN  IMPACT 
BY  MAKING  NONE  AT  ALL? 


1  A  /IIVX    K  I  ^^"T"0       Thfise  are  the  kinds  of  challenges  that  motivate  us  at  Toyota. 

V  V  I   J    I       I   >l  ^X    I     •  This  one  was  the  inspiration  for  our  zero  emissions  vision,  not 

to  mention  our  drive  towards  zero  waste  in  all  of  our  plants.  Our  goals  may  seem  lofty  but  we've 
made  significant  progress.  Like  the  fact  that  over  one  million  Toyota  and  Lexus  hybrids  around  the 
world  have  kept  billions  of  pounds  of  CO.  out  of  the  atmosphere.'  And  as  we  make  bigger  leaps 
across  all  of  ourtischnologies,  our  impact  on  the  environment  will  become  even  smaller.  To  learn 
more,  visit  toyota.com/whyi>ot 


TOYOTA 

I  moving  forward 
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ICHOLESTEROL  DRUGS  DO  ANY  GOOD? 

ilesterol  fighters,  including  Pfizer's 
;kbuster  Lipitor,  are  used  by  25  million 
ents  worldwide.  Yet  new  research  suggests 
r  benefits  are  being  oversold— and  calls  into 
stion  the  whole  idea  of  monitoring  LDL.  1  bw  i 


052 


)THE  BUSINESS  WEEK 

NEWS  YOU  NEED  TO  KNOW 

BUSINESS  OUTLOOK  Jim  Cooper 
sees  the  Fed's  focus  shifting  to  jobs 

NUMBERS  Detroit  improves  quality 
—but  still  loses  market  share 

THE  NEXT  BUSINESS  WEEK 

BTW  British  GDP;  upscale  vending 
machines;  and  more 

FACETIME  Maria  Bartiromo  talks  to 
Bank  of  America's  Ken  Lewis 

NEWS 

THE  ECONOMY  Subprime  fallout  is 
hitting  consumers  a  lot  harder  now 

BANKING  Home-equity  loans  are 
shaping  up  as  the  next  crisis 

MANDEL  ON  ECONOMICS  Education 
and  health:  Recession  repellents 

INNOVATION  It  may  soon  be  a  factor 
in  measuring  economic  growth 

SUPREME  COURT  You  can't  sue  the 
bean  counters 

TECH  Companies  with  the  least  U.S. 
exposure  will  do  best  on  earnings 


034  IN  DEPTH 

034       MANAGING  A  GLOBAL  WORKFORCE 

As  the  World  Economic  Forum 
opens  in  Davos,  companies  ponder 
how  to  gain  an  edge  by  finding  the 
right  talent  in  the  right  location 

036      IBM  Its  global  hiring  is  shifting  to 
emerging  markets  in  a  big  way 

040      NOKIA  Why  the  phonemaker  is 
setting  up  shop  in  Transylvania 

042      PERKS  Hiring  abroad  means 

matching  benefits  to  local  culture 

044  PEOPLE  MOVERS  A  new  industry 
helps  shift  employees  worldwide 

045  INDIA  Young  workers  want  their 
bounty  from  the  boom  times  now 

048      ROAD  WARRIORS  How  to  Stay  in 
perpetual  motion— and  not  go  nuts 

052  MEDICINE  For  many  who  use  them, 
cholesterol  drugs  may  not  be  doing 
any  good  at  all 

060  WHAT'S  NEXT 

INNOVATION  Design  and 
marketing  pros  weigh  in 
on  Apple's  future 


060 


EB; 


065  EDUCATION  U.S.  community 
colleges  attract  students  from  the 
far  corners  of  the  earth 

066  AUTOS  Lincoln  struggles  to  inject 
excitement  into  its  livery  car  image 

069      SCI  TECH  The  teetotaling  gene; 
fewer  surgical  cuts;  robot  soccer 


073 


PERSONAL  BUSINESS 

073       ANNUITIES  New  safeguards 
protect  investors  from  market 
swings.  But  there's  a  downside 

077  OPINION 

077       TECH  &  YOU  Steve  Wildstrom  on 
DayJet's  innovative  air  taxi  service 

079  MEDIA  CENTRIC  Jon  Fine  on  what 
could  help  end  the  writers'  strike 

080  INSIDE  WALL  STREET 

082      FEEDBACK  Readers  dole  out  the 
blame  for  abandoned  homes 

090      THE  WELCH  WAY  Jack  and  Suzy 
Welch  vote  yes  on  employee  polls 

089      Company  Index 


JANUARY  28,  2008  I  BUSINESSWEEK 


BUYING  A  PIECE  OF  THE  STREET 

They're  masters  at  raising  money,  and  that's  just  what 
they've  been  doing  for  themselves.  On  Jan.  15  Citigroup 
and  Merrill  Lynch  announced  desperately  needed  capital 
infusions.  New  Citi  CEO  Vikram  Pandit  unveiled  $18.1 
billion  in  losses  on  the  bank's  subprime  portfolio,  gutted 
the  dividend  by  41%,  and  took  in  $14.5  billion  through 
a  stock  offering  and  new  investment  from  the  likes  of 
the  government  of  Singapore,  Saudi  Prince  Alwaleed, 
and  former  CEO  Sanford  Weill.  Merrill  landed  a  $6.6 
billion  infusion  from,  among  others,  Kuwait  Investment 
Authority  and  Mizuho  Corporate  Bank. 

B  "Citi's  'Unacceptable'  Quarter"  businessweek.com/magazine 


WHITHER  THE  CONSUMER? 

If  all  those  multibillion-dollar  write- 
downs weren't  enough,  investors 
got  something  else  fo  worry  about 
this  week:  a  surge  in  defaults  on 
credit-card  debt  and  auto  loans. 
Along  with  Citigroup's  other  bad 
news,  the  bank  added  $4  billion  to 
a  reserve  account  for  future  losses 
on  consumer  loans.  The  following 
day,  JPMorgan  Chase  also  warned 
about  consumers  falling  behind  on 
credit  cards  and  upped  its  reserve 
to  cover  such  losses  by  $2.3  bil- 


Citi's  Pandit 
announced  majM 
new  investment^" 
including  one  fn  I 
Sandy  Weill 
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Ml  this  helped  to  further  spook 
Itreet,  leaving  the  S&P  500 
1  6.48%  this  year  as  of  Jan.  1 6. 
PAGE  022  "Tapped-Out 
jmers" 


V'S  NEW  LOOK 

ne  had  a  busier  week  than 
;  of  America  CEO  Ken  Lewis, 
an.  1 1  the  Charlotte  (N.C.) 
er  agreed  to  pay  $4.1  billion 
Bfault-plagued  mortgage 
Countrywide  Financial.  Four 
later,  Lewis  said  he  would 
i  back  BofA's  underachieving 
al-markets  business.  Even  if 
lOves  sound  prudent— less 
•ncy  trading  and  more  lending 
meowners— analysts  worry 
.ewis  has  taken  on  too  much 
vHU  Countrywide. 
PAGE  019  "Ken  Lewis  on  Why  BofA 
'ing  Countrywide" 


EAGUERED  IN  BRITAIN 

eholders  of  another  shaky 
gage  lender,  Northern  Rock, 
getting  hit  by  aftershocks, 
an.  1 5,  Prime  Minister  Gor- 
3rown  said  he  is  considering 
nalizing  the  firm  to  recover 
Imost  $52  billion  of  loans 
cl  out  to  it  last  year  to  stave 
inkruptcy.  On  the  same  day, 
e  funds  SRM  Global  and  RAB 
:al  tried  to  persuade  fellow 
'holders  to  stop  Northern 

from  stripping  assets  to 
I  the  immense  loan.  Most  of 
proposals  were  rejected,  and 
slesale  sell-off  could  still  be 
!  cards  after  the  bank  sold 
I  billion  of  assets— 2%  of  its 

lio— to  JPMorgan  Chase. 


KING  STIMULUS 

a  plan,  there  a  plan,  every- 
'e  a  plan.  With  the  economy's 
s  growing,  politicians  of  all 
5S  scrambled  to  offer  ideas  on 
Jto  jump-start  the  economy, 
pking  the  frenzy  was  a  spate 
Id  numbers:  sluggish  holiday 
ding,  a  spike  in  the  December 
fiployment  rate,  and  a  plunge 

ey  indicator  of  manufacturing 
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activity.  That  was  enough  for  the 
Bush  Administration  to  begin  work 
on  a  tax  cut  plan  for  businesses 
and  individuals,  with  details  begin- 
ning to  trickle  out  on  Jan.  9.  Within 
days,  Hillary  Clinton  and  Barack 
Obama  had  offered  up  compet- 
ing stimulus  packages  worth  $70 
billion  and  $80  billion,  respec- 
tively. The  Republican  candidates, 
meanwhile,  talked  up  their  long- 
term  plans  to  lower  tax  rates. 


FORGET  THAT  LAWSUIT 

Wall  Street  pros  got  a  boost  on 
Jan.  1 5  when  the  Supreme  Court 
held  that  third  parties  are  largely 
immune  from  being  sued  by  dis- 
gruntled shareholders,  even  if  they 
joined  in  a  company's  fraudulent 
schemes.  In  a  5-3  decision,  the 
court  found  that  private  plaintiffs 
generally  don't  have  standing  to 
bring  actions  against  advisers  and 
other  outsiders  who  might  have 
abetted  corporate  fraud.  That 
right,  the  court  found,  belongs 
solely  to  the  government.  The  rul- 
ing should  cast  a  pall  over  inves- 
tors suing  Enron's  cohorts. 
I  BW IPAGE  030  "You  Can't  Sue  the  Bean 
Counters" 


SPOTLIGHT  ON  STATINS 

They're  the  biggest-selling  drugs 
in  history.  More  than  1 3  million 
Americans  take  them.  But  the 
relentless  push  to  use  statins 
to  lower  cholesterol  could  be 


misguided.  Statins  may  offer  little 
benefit  to  many  of  the  people 
who  take  them.  Plus,  cholesterol- 
busting  itself  may  be  overrated. 
The  latest  evidence:  In  a  study 
announced  on  Jan.  1 4,  the  ad- 
ditional reductions  in  cholesterol 
achieved  by  adding  a  second 
drug,  Zetia,  to  a  statin  didn't  bring 
health  benefits. 

I  BW  IPAGE  052  "Do  Cholesterol  Drugs 
Do  Any  Good?" 


PERKS  ON  PARADE 

Companies  may  like  to  trumpet 
that  they're  global,  but  when 
it  comes  to  pay  and  perks,  all 
bennies  are  local.  While  CEOs 
in  the  U.S.  might  be  pampered 
with  repayment  for  their  financial- 
planning  fees,  top  executives  in 
Brazil  receive  bulletproof  cars  to 
protect  against  kidnapping.  Some 
expats  in  Mexico  get  "pollution 
escape  trips."  And  for  the  average 
cubicle  dweller  in  India,  health- 
care coverage  of  aging  parents  is 
common,  while  company-owned 
ski  chalets  are  all  the  rage  in 
France. 
I  BW  IPAGE  042  "The  Right  Perks" 


THE  GOLDEN  GLOW 

Gold  bugs  thrive  on  fear  and 
loathing,  which  are  plentiful  in 
world  markets  these  days.  The 
yellow  metal  broke  the  $900 
barrier  for  the  first  time  on  Jan.  1 4 
and  closed  at  $880.90  on  Jan.  1 6. 
Investors  are  chasing  gold  as  they 
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Gold  could  see 
more  record- 
breaking  highs 
as  the  dollar  sinks 
further 
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flee  the  falling  dollar,  sure  to  suffer 
further  indignities  as  the  Fed  cuts 
rates.  Of  course,  adjusted  for  infla- 
tion, gold's  1 981  high  would  equal 
nearly  $2,200  today,  prompting 
many  analysts  to  predict  more 
record-breaking  days  ahead. 


BIG  BLUE'S  BIG  QUARTER 

IBM  wowed  Wall  Street  with  a 
tip-off  on  Jan.  1 4  that  its  earn- 
ings report,  due  out  on  Jan. 
1 7,  would  blow  past  analysts' 
estimates.  Boosted  by  strong 
sales  in  emerging  markets  and  the 
ailing  dollar,  which  makes  money 
earned  abroad  more  valuable, 
fourth-quarter  profits  jumped  24% 
and  revenues  10%.  Helping  to 
turbocharge  IBM  is  a  three-year 
rebuilding  of  its  global  services 
business  so  that  teams  around  the 
world  can  work  more  efficiently 
together.  Intel  reported  a  51  % 
profit  increase,  but  since  analysts 
expected  better,  its  stock  plunged 
1 5%  after  the  market  closed. 
I BW I  PAGE  032  "Tech:  Slow  at  Home, 
Growing  Abroad" 

PAGE  036  "International  Isn't  Just  IBM's 
First  Name" 


MITT'S  MOMENT 

He  had  to  win,  and  he  did.  Mitt 
Romney  took  the  Michigan  GOP 
primary  on  Jan.  1 5  with  39%  over 
Senator  John  McCain's  30%. 
That  gives  the  Republicans  three 
different  victors  in  three  major 
contests  and  leaves  the  race  wide 
open  going  into  the  Jan.  1 9  vote 
in  South  Carolina.  Michigan's 
struggling  auto  industry  and 
South  Carolina's  textile  woes  have 
helped  put  the  economy  front  and 
center  in  the  Presidential  cam- 
paign for  both  parties. 
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CAP  THAT  CARBON-OR  ELSE 

Europe  prides  itself  on  being 
ahead  of  the  pack  with  efforts  to 
curb  global  warming.  Now  it's 
looking  to  punish  the  laggards. 
The  European  Union  is  mulling 
the  idea  of  slapping  a  carbon  tax 
on  goods  imported  from  coun- 
tries that  don't  meet  its  emissions 
targets,  which  are  even  more 
stringent  than  those  imposed  by 
the  Kyoto  Protocol.  The  move 
could  hit  American  companies, 
since  the  U.S.  has  not  signed  on 
to  the  protocol,  and  developing 
nations  such  as  China  and  India 
that  are  not  bound  by  it.  A  detailed 
proposal,  which  will  be  put  to  EU 
debate,  is  due  on  Jan.  23. 
□  reuters.com 


TACKLING  MICROSOFT  AGAIN 

Microsoft  shelled  out  billions  in 
fines  and  changed  its  practices 
after  a  thumping  antitrust  court 
defeat  in  Europe  last  September, 
but  it's  not  out  of  the  woods  yet. 
On  Jan.  1 4  the  EU  Competition 
Directorate  announced  two  new 
investigations  of  the  software 
giant,  and  this  time  they're  aimed 
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very  heart.  One  will  probe 
her  Microsoft  illegally 
es  to  disclose  key  code, 
jjnting  rivals  from  writing 
■ams  compatible  with 
products  as  the  Office 
.  The  other  challenges  the 
ity  of  bundling  its  browser, 
let  Explorer,  with  its  Win- 
>  operating  system. 
J-Microsoft  II:  The  Rematch" 
iessweek.com/magazine 


SON  STRIKES  AGAIN 

the  exception  of  the 
ica's  Cup,  Oracle  CEO 
:  Ellison  usually  gets  what 
ants.  On  Jan.  1 6  he  won 
je-month  battle  to  buy 
Systems  by  raising  his 
)$8.5billion.BEA,  which 
!S  software  that  connects 
oanies'  various  computer 
;ms,  had  been  pressured 
lancier  Carl  Icahn  to  sell 
3  highest  bidder,  but  in 
nd  only  Oracle  offered 
gh.  BEA  is  the  latest  in 
ng  of  nearly  three  dozen 
le  acquisitions  over  the 
three  years. 


TIME  FOR  BACKDATING 

ast  in  this  instance,  it 
out  there's  a  steep 
to  be  paid  for  backdat- 
ptions.  Former  Bro- 
Communlcations  CEO 
ory  Reyes,  who  was 
rst  executive  to  go  on 
or  backdating  and  was 
icted  in  August  on  10 
ts  of  conspiracy  and 
I,  was  sentenced  on  Jan. 
)  21  months  in  jail  and 
red  to  pay  a  $1 5  million 
His  case  has  been  closely 
hed  as  an  indicator  of 
severely  judges  might 
2  down  on  such  offenses. 


ER  NETWORKING 

pace  is  doing  its  best  to 
oat  the  notion  that  it's  a 
n  for  cyber-predators.  On 
1 4  it  joined  with  49  state 


attorneys  general  to  announce 
principles  aimed  at  making 
the  online  experience  safer  for 
kids.  The  site  pledged  to  put 
in  place  60  features,  some 
already  implemented  by  Chief 
Security  Officer  Hemanshu 
Nigam.  For  example,  MySpace 
already  examines  images, 
but  it's  now  making  1 6-  and 
1 7-year-old  users'  profiles 
private  by  default  and  working 
to  improve  age  verification. 
MySpace  will  also  develop  an 
industrywide  Online  Safety 
Task  Force. 


AIRLINE  ALLIANCE? 

Now  departing  on  Runway  D: 
NorthDeltawest  Flight  106. 
Or  is  it  Deltaunited?  Those 
scenarios  aren't  far-fetched, 
given  7776  Wall  Street  Journal's 
report  on  Jan.  1 5  that  Delta  Air 
Lines'  board  voted  last  Friday 
to  let  CEO  Richard  Anderson 
hold  merger  talks  with  North- 
west Airlines  and  United  Air- 
lines. Sky-high  oil  prices  have 
most  carriers  losing  money 
again,  and  mergers  may  be  the 
easiest  way  to  generate  the 
vast  cost  savings  they  need. 
The  airlines  want  to  move  fast, 
since  the  Bush  Administra- 
tion is  more  likely  to  smile  on  a 
marriage  than  any  Democratic 
President  would  be. 


OPRAH'S  OWN 

The  daytime  diva  announced 
on  Jan.  1 5  the  next  expan- 
sion of  her  Harpo  Productions 
empire,  cable  channel  OWN: 
The  Oprah  Winfrey  Network. 


Spnnt jf^  ahead 

Ditch  your 
desk. 

Leave  your  office  in  the  dust.  With  the 
fastest  and  largest  national  mobile 
broadband  network,  see  your  cube 
in  your  rearview.  And  now,  with  an 
available  4  GB  memory  card,  never 
miss  your  file  cabinet  again. 


Novatel  Wireless  Ovation"  U727 
Rated  for  SprintSpeed: 
Memory  card  sold  separately. 

1-800-SPRINT-1 
sprint.com/mobilebroadband 


Fastest  claim  based  on  total  iietworl*  size  (sq.  miles)  multiplied  by  network  upload/iiownload  speed  capability. 
Largest  claim  based  on  total  network  size  (sq.  miles).  IJser's  speed  experience  may  vary.  Coverage  not 
available  everywhere.  See  sprint, com/coverage  for  details.  Sprint  Mobile  Broadband  Network  reacties  over 
224  million  people.  Not  available  in  all  markets/retail  locations  ©2007  Sprint  Noxlel  All  riglits  reserved. 
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The  channel,  a  partnership  with 
Discovery  Communications,  will 
hit  the  air  in  2009  and  reach  a 
hefty  70  million  homes,  taking  the 
place  of  the  Discovery  Health 
Channel.  OWN  doesn't  have  a 
CEO  or  even  a  home  office,  but 
Winfrey  says  it  will  be  filled  with 
shows  that  help  folks  live  better 
lives.  She  didn't  rule  out  reruns  of 
her  talkfest. 


HANDSHAKE  IN  KAZAKHSTAN 

In  the  end,  the  Kazakhs  got  their 
sweetener,  and  now  development 
of  the  1 3  billion-barrel  Kasha- 
gan  oil  field  can  finally  resume. 
Western  majors  led  by  Italy's  ENI 
agreed  on  Jan.  1 3  to  redo  their 
contract,  selling  an  8.5%  stake  to 
state  company  KazMunaiGaz  for 
a  lowball  $1 .78  billion  and  paying 
additional  royalties  of  $2.5  billion 
to  $4.5  billion.  ENI,  which  had 
been  the  operator  of  the  delay- 
prone  project,  will  share  that  role 
with  ExxonMobil,  Shell,  and  Total 
after  production  begins  in  201 1 . 


HOLD  THAT  TAKEOFF 

This  is  getting  embarrassing.  On 
Jan.  1 6,  Boeing  confirmed  that  it 
has  again  pushed  back  the  first 


THE  OSCAR  ECONOMY 

There's  big  money  at  stake  if  the 
Feb.  24  awards  ceremony  gets 
scotched 

MILLIONS  OF  DOLLARS  IN  SPENDING  ON  LOST  BENEFITS 
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POST-OSCAR  HH        media 
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flight  of  its  key  new  plane,  the  787 
Dreamliner,  from  the  end  of  the 
first  quarter  to  "around"  the  end 
of  the  second.  Deliveries  are  now 
expected  to  begin  in  early  2009, 
rather  than  late  2008.  Boeing  says 
it'll  spell  out  on  Jan.  30  how  the 
delay  will  affect  financial  results 
but  doesn't  figure  the  2008  im- 
pact to  be  "significant." 
□  "Dreamliner,  Where  Are  You?" 
businessweek.com/magazine 


CAN'T  GET  NO  SATISFACTION 

British  music  company  EMI,  home 
to  the  Rolling  Stones,  Norah 
Jones,  and  others,  is  slashing 
marketing  expenses,  as  much  as 
one-third  of  its  staff,  and  probably 
several  acts  as  music  sales  contin- 
ue to  drop  off  the  end  of  the  world. 
The  move  is  the  latest  retrenching 
since  private  equity  outfit  Terra 
Firma  Capital  Partners  paid  $6.3 
billion  to  buy  the  company  last 


May.  Also  on  the  belt-tightening 
front,  7776  Wall  Street  Journal  said 
on  Jan.  1 5  that  new  SprintNextel 
CEO  Dan  Hesse  plans  several 
thousand  job  cuts  as  a  statement 
of  his  zeal  to  slash  costs,  on  top  of 
the  5,000  layoffs  last  year. 


REALITY  BITES 

Burger  King  has  served  up  a 
whopper  of  an  ad  campaign.  Its 
"Whopper  Freakout"  ads,  which 
began  running  in  December,  are 
on  track  to  become  the  best- 
recalled  commercials  in  more  than 
five  years,  says  tracking  outfit  lAG 
Research.  The  documentary-style 
spots,  produced  by  Crispin  Porter 
+  Bogusky,  document  the  reaction 
of  real-life  BK  customers  when 
employees  inform  them  that  the 
legendary  Whopper  has  been 
stricken  from  the  menu.  No  word 
yet  on  sales  results. 
□  Adage.com 
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PUTTING  INFLATION  ON  THE  BACK  BURNER  f 

Slow  growth  and  a  slackening  labor  market  are  easing  worries.  So  for  the  first  time  in  yea'r 
the  Fed  must  focus  on  its  other  mandate:  maximum  employment  ^ 


Federal  Reserve  Chairman  Ben  S.  Bernanke's  one-paragraph  reference  to  inflation  at  the  end  of  hisil 

3,700-word  speech  on  Jan.  10  seemed  almost  obligatory.  By  contrast,  Bernanke's  words  about  the  j 

new  risks  to  economic  growth  were  surprisingly  clear  and  forthright,  making  it  evident  that  the  F^ 

concerns  about  prices  have  slipped  a  notch.  If  the  latest  gloomy  growth  forecasts  are  anywhere  clqf 

to  right,  the  central  bank's  apparent  downgrading  of  its  inflation  worries  is  well  justified. 

the  low  point  for  this  business  cycle ,  dropped  to  the  lowest  level  since  ^1 

tightly  wound  markets  threatened  to  according  to  the  Conference  Board! 

push  labor  costs  higher  at  a  time  when  U.S.  weakness  is  already  starting 

productivity  was  growing  too  slowly  spill  over  to  economies  in  Europe,  ^ 

ada,  Mexico,  and  parts  of  Asia.  Eva 
Chinese  exports  in  the  fourth  quart 
appear  to  have  slowed  from  the  thii 
quarter.  Cooler  overseas  growth  isi 
in  slower  U.S.  exports  from  August! 
November.  High  oil  and  food  prices^ 
themselves  are  part  of  the  squeeze 
global  demand,  as  their  downwap 
feet  on  growth  appears  to  be  ove 
their  upward  pressure  on  inflatio: 
What  the  Fed  cares  about  most 
the  price  outlook  is  inflation  expi 
tions.  The  fear  is  that  rising  ener| 
and  food  prices  will  cause  businei 
and  consumers  to  anticipate  highi 
inflation  and  build  that  expectati 
into  the  wage  -  and  price  -  setting 
processes.  That's  what  happened 
the  1970s  and  '80s.  However,  the: 
no  sign  that  is  occurring  or  about 
occur.  Even  after  soaring  oil  and  f( 
prices  in  recent  years,  some  measil 
of  expected  inflation  are  lower  th 
they  were  two  years  ago  (chart) 
Fading  growth  and  weaker  la- 
bor markets  assure  a  much  clearer 
policy  message  from  the  Fed  in  con  I 
months.  For  the  first  time  in  years, 
the  central  bank  must  now  focus  oji 
the  other  half  of  its  dual  mandate:|| 
foster  not  just  price  stability  but  all 
maximum  sustainable  employmeffl 
Inflation  fears  aren't  hkely  to  stani  | 
the  way  of  tackling  that  goal.  1  bw  U 


The  latest  survey  of  economists  by 
Blue  Chip  Economic  Indicators  expects 
growth  to  average  1.5%  annually  from 
the  fourth  quarter  of  2007  to  the 
second  quarter  of  2008,  and  many 
analysts  think  that's  optimistic.  The 
economy  seems  set  to  grow  well  below 
the  roughly  2.5%  pace  needed  to  create 
jobs  for  all  the  people  looking  for  work. 
That  would  guarantee  a  further  rise 
in  the  jobless  rate,  downward  pres  - 
sure  on  wage  growth,  less  purchasing 
power  among  consumers,  and  less 
pricing  power  for  business. 

The  deteriorating  outlook  for  the  la- 
bor markets  changes  everything  for  the 
Fed.  Most  important,  it  removes  the 
policymakers'  chief  inflation  worry, 
"high  resource  utihzation."  That's  Fed- 
speak  for  tight  job  markets.  Back  in 
March,  with  the  jobless  rate  at  4.4%, 

INFLATION  EXPECTATIONS 
REMAIN  TAME 


•  EXPECTED  INFLATION* 

•  CONSUMER  PRICE  INFLATION 

JAN.  03  JAN.  '08 

•IMPLIED  BY  THE  YIELD  DIFFERENCE  BETWEEN 
10-YEAR  TREASURY  NOTES  AND  10-YEAR 
TREASURY  INFLATION-PROTECTED  SECURITIES 
Data:  Bureau  of  Labor  Statistics,  Federal  Reserve 
Global  Insight 


to  offset  those  additional  costs.  In  the 
past,  that  situation  has  led  to  rising 
prices  as  businesses  tried  to  maintain 
their  profit  margins  by  charging  more. 

Now,  with  unemployment  up  to  5% 
in  December,  job  markets  are  loosen- 
ing up,  and  cost  pressvires  are  easing. 
Hourly  pay  of  production  workers, 
which  had  grown  at  an  ever  faster  pace 
during  2006,  began  to  slow  in  2007, 
and  that  pattern  should  continue. 
Already,  unit  labor  costs,  which  take 
productivity  into  account  and  tend 
to  correlate  with  long-term  inflation 
trends,  fell  in  both  the  second  and 
third  quarters,  the  first  two -quarter 
drop  since  the  last  recession.  At  the 
same  time,  faUing  profit  margins  sug- 
gest Uttle  pricing  power,  a  situation 
sure  to  continue  in  a  weak  economy. 
December  consumer  prices  were  tame, 
rising  0.3%  from  November  and  a 
modest  0.2%  outside  energy  and  food. 

The  Fed  has  also  expressed  con- 
cern over  high  energy  and  commod- 
ity costs.  But  commodities  are  very 
demand-sensitive,  and  a  U.S. -led 
global  slowdown  wiU  allow  prices  to 
ease.  Further  evidence  of  slumping 
U.S.  demand  showed  up  in  the  0.4% 
drop  in  December  retail  sales,  and 
businesses  are  puUingback.  December 
manufacturing  output  was  weak,  and 
CEO  confidence  in  the  fourth  quarter 
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TROIT  IS  STILL  BEHIND, 
!SPITE  HARD-WON  GAINS 

nes  Mehring/Charts  by  Laurel  Daunis-Allen 

vehicle  sales  are  ebbing,  and  the  Detroit  Three  are  losing 
ket  share.  U.S.  -based  automakers  are  making  progress  on  im- 
ing  production  efficiency,  but  many  of  their  cars  and  trucks 
lag  behind  Toyota  and  Honda  in  dependability. 


ig  Ground:  Car  and  light-truck  sales  fell  to  a  nine-year  low  in  2007,  with 
Dased  producers  feeling  most  of  the  pain. 


NS 


U.S.  VEHICLE  SALES 

FOREIGN 
•  THE  DETROIT  THREE* 


lllllllilllllll 

2         '93         '94         '95         '96         '97         '98         '99         '00         '01  '02         '03         '04         '05         '06         '07 

WL  MOTORS,  FORD,  AND  CHRYSLER,  INCLUDING  ALL  FOREIGN  BRANDS  OWNED  BY  THEM  AND  SOLD 
mCALLY,  SUCH  AS  VOLVO,  JAGUAR,  LAND  ROVER,  AND  SAAB 


/ard's  Automotive  Reports 


» Efficient:  Detroit  has  narrowed  the  productivity  gap  with  the  Japanese. 

VGE  ASSEMBLY  TIME  PER  VEHICLE 

HOURS 


CHRYSLER 


IHow  Reliable:  Some  home-grown 
brands  do  well,  but  most  U.S.  autos 
show  room  for  improvement. 

VEHICLE  DEPENDABILITY* 

NAMES  IN  BOLD  ARE  BRANDS  MADE 

OR  OWNED  BY  U.S.-BASED  AUTOMAKERS 


AMONG  THE  BEST  ••••• 

BETTER  THAN  MOST  ••••• 

ABOUT  AVERAGE  ••••• 

THE  REST  ••••• 
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SATURN 

SUBARU 

TOYOTA 
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•BASED  ON  OWNER-REPORTED  PROBLEMS  IN  THE 
FIRST  THREE  YEARS  OF  NEW-VEHICLE  OWNERSHIP, 
THIS  SCORE  IS  BASED  ON  PROBLEMS  THAT  HAVE 
CAUSED  A  COMPLETE  BREAKDOWN  OR  MALFUNC- 
TION OF  ANY  COMPONENT,  FEATURE,  OR  ITEM 
Data:  J.D.  Power  &  Associates,  a  unit  of  the 
McGraw-Hill  Companies 
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Apple  is  not  only  flourishing  these 
days— it's  also  roiling  the  computer 
telecom,  and  music  businesses.  At  1 
week's  annual  Macworld  conferenc 
Apple  CEO  Steve  Jobs  unveiled  evei 
more  shiny  new  products  and 
services.  In  a  BusinessWeek.com 
Special  Report,  we  explore  what  it  will  take  for  Jobs  to  i 
make  the  most  of  his  impressive  product  lineup.  For 
starters,  he'll  need  to  play  nicer  with  the  entertainmer 
industry  heavyweights  who  create  the  songs,  movies, 
and  other  content  that  fuel  sales  of  iPods,  iPhones,  an 
Macs.  Go  to  businessweek.com/go/o8/apple  for  a  Ic 
at  Apple's  new  friends  and  foes,  i  bw  i 


BUSINESSWEEK  TV 


RECIPE  FOR  RECESSION? 

High  oil  prices,  a  serious  slowcdown 
in  consumer  spending,  stock 
market  volatility,  and  the  subprime 
meltdown:  The  economic  picture  in 
the  U.S.  isn't  pretty. 

GREEN  MACHINES... 

Fuel  efficiency  and  green  cars  are 
taking  center  stage  at  the  Detroit 
auto  show/  this  year. 

...AND  MEAN  MACHINES 

But  the  auto  show  still  has  a  blingy, 


zingy  wild  side,  including  a  new 
Chevrolet  Corvette  that  can  hit 
220  mph. 

DO  YOU  REALLY  NEED 
THAT  HEART  PILL? 

For  many  people,  the  world's 
best-selling  heart  medicines  ma 
not  be  doing  any  good. 

Watch  our  weekly  program, 
BusinessWeek  TV.  To  see  video  clipi 
find  your  local  station  and  airtime  t 
Zip  Code,  go  to  businessweektyxo: 
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Per  Stock  &  Options  Trade 
75«  per  options  contract' 


FREE  NASDAQ  TOTALVIEW 


•  I  20x  more  liquidity 

100  COMMISSION-FREE  STOCK  AND  OPTIONS  TRADES 


E  >TRADE 

1,000  new  accounts  a  day. 


Accounts  claim  based  on  internal  E*TRADE  FINANCIAL  Corp.  metrics  for  average  daily  gross  new  E*TRADE  Bank  &  E*TRADE  Securities  accounts  between  1/1/07-12/31/07. 
I  qualify  for  Power  E*TRAOE  and  the  Power  E*TRADE  Pro  trading  platform,  you  must  execute  at  least  30  stock  or  options  trades  per  quarter.  To  qualify  for  $6.99 
missions  for  stock  and  options  and  a  750  fee  per  options  contract,  you  must  execute  500  or  more  stock  or  options  trades  per  month.  To  qualify  for  $9.99  commissions  for 
k  and  options  and  a  750  fee  per  options  contract,  you  must  execute  10-49  stock  or  options  trades  per  month  or  maintain  a  $50,000  balance  in  combined  E*TRADE  Securities 
E*TRADE  Bank  accounts.  To  continue  receiving  these  commission  rates  and  access  to  trading  platforms,  you  must  re-qualify  by  the  end  of  the  following  calendar  quarter, 
xording  to  information  provided  by  The  NASDAQ  Stock  Market,  Inc.  on  1/9/08.  This  information  is  deemed  to  be  reliable  but  has  not  been  verified  or  confirmed  by  E*TRADE 
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IT'S  ABOUT 
MONEY. 

EARNING  IT. 
INVESTING  IT. 
SPENDING  IT. 


Check  out  this  weekend's 
show  airing  Jan  19  and  20: 

RECIPE  FOR  RECESSION?:  How  high 
oil  prices,  a  spending  slowdown, 
and  the  subprime  meltdown  may 
affect  your  bank  account. 

CHOLESTEROL  DRUG  QUESTIONS: 

A  BusinessWeek  investigation 
raises  doubts  on  the  effectiveness 
of  top -selling  drug  Lipitor®. 

CARS  GO  GREEN:  Check  out  new 
eco-friendly  vehicles  at  the 
North  American  International 
Auto  Show. 

MEAN  MACHINES:  See  the  latest 
wild  concepts  and  outrageous 
sportscars  at  the  Auto  Show. 


BusinessiWeek 


TELEVISIOI 

Airs  Saturday/Sunda«/fiationwide. 

View  video  clips  apd'^^find  your  local  station  and 

airtime  by  zip  qmo  at  businessweektv.com 


THE  NEXT  BUSINESS  WEEK 


CALENDAR 


Davos:  This 
year's  forum 
will  focus  on 
collaboration 
and  innovation 


PRIMARY  SEASON 

Jan.  1 9 

South  Carolina  Demo- 
crats head  to  the  polls 
(Republicans  vote  on 
Jan.  26),  w^hile  both 
parties  in  Nevada  caucus. 
Barack  Obama  and  John 
McCain  are  now  the 
front-runners  in  both 
contests. 

PHILIPS  ELECTRONICS 

Jan.  21,  1  a.m.  EST 
The  Dutch  electronics 
maker  issues  fourlh- 
quarter  results,  which 
should  include  a  big  gain 
from  the  sale  of  Taiwan 
Semiconductor  Manu- 
facturing shares. 

JOHNSON  &  JOHNSON 

Jan.  22,  8:30  a.m.  EST 
Fourth-quarter  earnings 
are  expected  to  rise 
modestly  from  the  year 
before.  The  drug  company 
will  also  take  a  writedown 
on  its  controversial 
Natrecor  heart  drug. 

CANADIAN  RATE 
REDUCTION? 

Jan.  22,  9  a.m.  EST 
The  Bank  of  Canada 
makes  its  interest  rate 


announcement.  Econo- 
mists are  forecasting  a 
quarter-point  cut,  to  4%. 
Credit  market  turmoil  and 
weaker  U.S.  growth  are 
hitting  Canada's  economy. 

BANK  OF  AMERICA 

Jan.  22,  9:30  a.m.  EST 
The  credit  crunch  is 
expected  to  squeeze 
fourth-quarter  profits. 
The  largest  U.S.  bank 
also  plans  to  report  a 
$3.3  billion  loan-loss 
provision. 

DAVOS:  WORLD 
ECONOMIC  FORUM 

Jan.  23-27 

A  who's  who  of  political 
figures,  business 
executives,  and  intellec- 
tuals will  attend  the 
annual  conference  in 
Davos,  Switzerland. 
The  focus  this  year  is 
collaboration  and 
innovation. 

BRITAIN'S  ECONOMY 

Jan.  23,  4:30  a.m.  EST 
Fourth-quarter  figures  on 
economic  growth  are 
expected  to  show  the 
start  of  what  economists 
believe  will  be  a  serious 


slowdown  through  th 
first  half  of  the  year. 

GERMAN  BUSINESS 
CONFIDENCE 

Jan.  24,  4  a.m.  EST 
The  Ifo  Institute  for 
Economic  Research 
releases  its  January 
survey.  German  comp; 
nies  have  become 
nervous  about  currenti 
future  conditions  in  re^ 
months  on  signs  that  ■ 
euro  zone  and  U.S. 
economies  are  slowin' 

NOKIA 

Jan.  24,  6  a.m.  EST 
The  Finnish  mobile  ph^ 
maker  releases  fourth-' 
quarter  results.  Nokia  1 
predicting  sales  will  tC( 
the  impressive  third- 
quarter  tally  of  1 12  mil 
mobile  phones.  Strugcj 
U.S.  rival  Motorola 
announces  fourth-quaf 
figures  on  Jan.  23. 

EXISTING  HOME  SAK 

Jan.  24,  10  a.m.  EST 
The  meltdown  in  U.S.i 
housing  persists  with  ii 
likely  decline  in  Decerji 
existing  home  purchaa 

MICROSOFT 

Jan.  24,  4:30  p.m.  ESTi 
The  company  is  expec(, 
to  present  solid  fiscal  1! 
second-quarter  result:' 
Earnings  per  share  art 
likely  to  jump  from  the 
previous  year  on  sales 
its  Vista  operating  sys 
Office  2007,  and  the  v 
game  Halo  3. 


CATERPILLAR 

Jan.  25,  7:30  a.m.  EST 
Investors  expect  stron 
fourth-quarter  earning 
But  the  company  staff 
that  housing  and  sorm 
other  industries  impor 
to  its  U.S.  sales  are 
contracting.  IBWI 
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FUTURE 
LEADERS, 
APPLY  HERE. 


ull-Time  MBA 


ith  its  internationally  acclaimed  faculty,  diverse  student 
idy,  and  collaborative  personal  approach,  lESE  will  help 
u  gain  the  leadership  and  entrepreneurial  capabilities 
u  need  to  maximize  your  potential,  both  professionally 
id  personally. 


MBA  ADMISSIONS 

Av.  Pearson  21 

08034  Barcelona.  Spain 

Tel.:  +34  93  253  42  29 

+34  93  253  42  00 

mbainfo@iese.edu 

www.iese.edu 


iign  up  now  for  lESE 
Bvents  In  your  area: 

www.mba.iese.edu 

lESE 
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tKiIdrensHospital 
LosAngeles 


Istvan  Seri,  MD,  PhD 
ildrens  Hospital  LosAngeles 
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Our  NeMJl^'  ling  wiii  make  the  difference  for  the  sici 

most  sraHi'  If  serious  illness  or  injury  did  strike  yoi 

child,  or  grandchild,  chances  are  you'd  come  to  know  Childrens  Hospital  Los  Ange 
That's  because  we  have  truly  wonderful  people  —  and  life-saving  treatment  prograi 
Our  New  Hospital  Building  will  be  the  finest  environment  for  seriously  ill  and  injure 
children  in  the  United  States.  But,  we  need  your  help.  Imagine  the  difference  you  cat 
make  right  here  in  Los  Angeles  County  by  contacting  Melissa  DoVale  at  (323)  36 1  -17 
or  mdovale@chla.usc.edu 

www.chla.org/givi 
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_  Flies  japan  airlines.  Arriving  at  your  JAL  Shell  Flat  Seat  is  much  like  visiting  the  home  of  a  Japanese 

d,  where  a  welcoming  pair  of  slippers  awaits  you.  And  that  is  just  one  of  our  personal  touches  you  may  yearn  for,  wherever  you  are. 
;n  moisture  masks  and  cardigan  sweaters  to  JAL's  attentive  service,  everything  is  designed  to  ensure  the  most  relaxing  journey.  And 
b  you  fly,  earn  valuable  miles  with  JAL  Mileage  Bank  or  your  preferred  oneworld®  carrier's  program.  Also,  as  a  qualified  oneworld 
member,  you're  eligible  for  exclusive  privileges  like  priority  check-in  and  access  to  JAL's  worldwide  lounges.  www.ar.jaLcom 


Japan  Airlines.  JAL  Shell  Flat  Seats  available  in  Executive  Class-Seasons  on  most  long-haul  flights. 


JAL 


JAPAN    AIRLINES 


.i^^sijjii  ?xJr;'-4>!SsSfe 


Agriculture.  Corporate  culture. 
And  every  kind  of  business  in  betweeri 


^   Sub 


Dulles.^ 
AirportTVgiTX^r 


oes  your  business  need  a  great  east  coast  loca^piiggJigill^j^doun  County,  VA, 
just  25  miles  frorifi  Washington,  D.C.  and  the  home  to  Washingon  Dulles  International  Airport.  Getting  ■<.  _ 

here  is  easy.  Just  hop  on.afiy  of  the  20  daily  flights  from  San  Francisco.  A  lot  of  smart  people  are  here,  from  sawy 
vintners  to  entrepren6tjrial  GEOs,  and  there  are  plenty  of  reasons  why.  Access  to  the  federal  government,  connections 
to  technology  giants  like  At^Lv  Verizon  Business,  Orbital  Sciences  and  the  world-renowned  Howard  Hughes  Medical  Institut 
Janelia  Farm  Research  Campu|i..Miles  and  miles  of  high-speed  fiber-optic  technology,  seven  historic  towns  and  some  of 
America's  most  gorgeous  horse  country.  We  know  you  love  San  Francisco.  And  for  similar  reasons,  we  think  you'll  love 
Loudoun  too.  To  learn  more,  please  visit  chooseloudlun.com  or  better  yet,  to  arrange  a  tour  of  Loudoun,  call  1.800.loudo 
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IRITAIN  LIVES  IT  UP 


talk  one  up  for  Queen  and  country.  For  the  first  time  since  1885, 
itain's  standard  of  living,  measured  by  per  capita  gross  domes - 

product,  is  poised  to  overtake  that  of  the  U.S.  British  GDP  per 
ad  will  hit  $46,088  this  year,  compared  with  $45,598  in  America, 
adicts  Adrian  Cooper,  managing  director  of  financial  consultants 
•ford  Economics.  Thank  the  pound's  strength  against  the  dollar 
•  about  75%  of  Britain's  advance,  Cooper  says. 

But  economic  reforms,  including  looser  rules  on  hiring  and  fir- 
l  workers  and  the  creation  of  an  independent  central  bank,  were 
10  helping  to  close  the  gap  in  the  past  decade,  well  before  the 
3enback  began  losing  serious  ground  to  sterling.  And,  Cooper 
ds,  lower  corporate  taxes  are  giving  Britain's  financial  andbusi- 
ss  sectors  a  boost.  The  U. S.  still  tops  Britain  when  it  comes  to 
rchasing  power,  another  measure  of  prosperity.  -Mark  Scott 


VENDING  MACHINES  GO  LUXE 


Vending  machines  using  touch  screens 
and  credit  cards  to  dispense  pricey 
items  like  digital  cameras  and  Eliza- 
beth Arden  cosmetics  are  popping  up 
at  U.S.  airports  and  malls.  The  experi- 
ence "is  similar  to  an  online  purchase 
but  with  immediate  gratification," 
says  Gower  Smith,  CEO  of  Zoom- 
Systems,  which  created  the  machines 
so  that  Apple  could  sell  iPods  in  air- 
ports and  at  Macy's,  which  is  putting 
the  vendors  in  400  stores.  The  com- 
pact dispensers  can  deliver  high  sales 
per  square  foot.  But  a  few  experts  are 
skeptical  about  wide  adoption.  "What 
happens  when  the  novelty  wears  off?" 
asks  Lars  Perner,  assistant  marketing 
professor  at  the  University  of  South- 
ern California's  Marshall  School  of 
Business.  -Aili  McConnon 


WHEN  IT'S  ALL  RIGHT  FOR  GUYS  TO  CRY 


They  may  say  they  hate  chick  flicks,  but  men  can  enjoy  stories  about  sacrifice, 
love,  and  empowerment,  a  new  study  shows.  The  key,  say  three  marketing  pro- 
fessors in  February's  Journal  of  Consumer  Research,  is  keeping  the  story  unreal. 
The  researchers  had  undergrads  read  adaptations  of  poignant  stories  by  O. 
Henry  and  others,  presenting  them  as  TV  scripts.  Males  showed  more  empathy 
and  involvement  when  told  the  tales  weren't  true.  Men  "need  to  know  beyond 
a  doubt  that  it's  fiction,"  says  Jennifer  Argo  of  the  University  of  Alberta  School 
of  Business,  one  of  the  study's  authors.  Exiting  reality,  she  says, 
"is  an  excuse  to  relax  gender  stereotypes" —and  emote.  Women 
preferred  true  stories.  The  study's  advice  to  entertainment  mar- 
keters: Emphasizing  that  a  weepie  is  fictional  may  bring  in  more 
males.  And  get  a  few  real  men  to  cry.  -Jill  Hamburg  Coplan 


Male  viewers 
show  more 
empathy  when 
told  the  tale 
isn't  true 
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GETTING  MORE  WORKERS  TO  WHISTLE 


Employees  lead  the  pack  in  corporate  whistleblowing,  accounting  for 
19%  of  those  reporting  fraud.  But  they  suffer  for  it,  despite  Sarbanes- 
Oxley  protections,  say  researchers  at  the  University  of  Chicago  and  the 
University  of  Toronto.  Some  82%  of  those  who  uncovered  fraud  from 
1996  to  2004  said  they  were  penalized— ostracized,  demoted,  or  pres- 
sured to  quit,  for  instance.  So  how  can  society  urge  more  workers  to 

come  forward?  Offer  cash  rewards,  say 
professors  Adair  Morse  and  Luigi  Zingales 
at  Chicago  and  Alexander  Dyck  at  Toronto. 
Their  model:  the  federal  False  Claims  Act, 
which  gives  whistleblowers  15%  to  30%  of 
any  damages  recovered  in  cases  where  the 
government  is  defrauded.  The  law  should 
cover  all  corporate  fraud,  they  say,  because 
it  has  spurred  employee  whistleblow- 
ing without  increasing  frivolous  suits. 
Their  research  showed  that  nearly  50%  of 
health -care  fraud  cases  (many  of  which 
involve  cheating  Uncle  Sam)  were  initiated 
by  corporate  workers.  "They  still  lose  their 
jobs,"  Morse  says,  "but  at  least  they're  paid 
to  go  into  retirement."  -BenLevisohn 


WHO  BRINGS 
FRAUD  TO  LIGHT 

Whistleblowers  in  230 
corporate  fraud  cases* 


Employees 

19.2% 

Media 

16.0% 

Industry  regulators 

16.0% 

Analysts 

14.7% 

Auditors 

14.1% 

SEC 

5.8% 

Others" 

14.2% 

'Involving  U.S.  companies  w/ith  assets  of 
more  than  $750  million;  1 996-2004 
"Shareholders,  short-sellers,  suppliers, 
competitors,  and  plaintiffs'  lawyers 
Data;  Who  Blows  the  Whistle  on 
Corporate  Fraud?  (Working  paper.  Na- 
tional Bureau  of  Economic  Research) 


THE  LITTLE  RED 

BOOK  IS 

WAY  IN  THE  BLACK 


Mao  Zedong  abolished  literary 
royalties  as  "bourgeois"  during  i 
China's  Cultural  Revolution.  N  { 
there's  a  new  debate  over  royal- 
ties—those arising  from  Mao's 
collected  writing  and  speeches 
The  issue  is  who  should  get  the 
money— about  $17  million  as  ot 
2001.  Since  Mao's  death  in  197( 
China's  Communist  Party  has 
claimed  the  pajnments,  saying 


Mao's  words  stem         Mao's  writli 
from  its  "col-  and  speed 

1      ..  .J        „  have  earne 

lective  wasdom.  

millions  in 

China's  1992  royalties 

copyright  law 

gives  rights  to  a  deceased  write 
heirs  for  50  years,  but  when  Ma 
daughters,  Li  Min  and  Li  Na, 
asked  for  the  royalties,  the  part 
said  no.  (Instead,  it  gave  them 
money  to  buy  houses. ) 

Many  Chinese  are  learning 
about  all  this  for  the  first  time, 
v^iters  and  bloggers  respond  tc 
December  article  on  the  royalti 
in  a  small  party  journal.  Most  s: 
vdth  the  heirs.  "We  should  viev 
Mao  Zedong's  royalties  from  a '. 
gal  perspective  and  not  politici 
this  problem,"  writes  Xu  Youyu 
researcher  at  the  Chinese  Acad 
my  of  Social  Science's  Institute 
Philosophy.  -Chi-ChuTschan, 
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KEN  LEWIS 
ON  WHY  BofA 
IS  BUYING 
COUNTRYWIDE 


A  little  more  than  a  year  ago, 
Countrywide  Financial  CEO 
Angelo  Mozilo  protested  that 
the  massive  mortgage  com- 
pany should  not  be  lumped  in 
with  other  lenders  hammered 
by  subprime  fears.  That  was 
larch,  2007,  and  its  stock  was  falling.  By  the  beginning  of 
D08,  Countrywide  shares  were  down  more  than  83%,  to 
Dout  $5,  because  of  extensive  exposure  to  shaky  mortgages. 
lOW,  Bank  of  America,  which  bought  a  16%  stake  last  sum- 
ler  for  $2  billion,  has  announced  it  will  acquire  the  rest  of 
ountrywide  for  $4  billion.  Since  its  housing-boom  peak, 
ountrjrwide  has  lost  $24.57  billion  in  market  value,  and 
lere  has  even  been  talk  of  bankruptcy.  So  why  would  BofA 
EO  Ken  Lewis,  who  announced  on  Jan.  15  that  the  bank 
'ould  scale  back  investrnent  banking  "for  a  simpler  world," 
uy  such  a  troubled  business  ?  I  asked  him. 


MARIA  BARTIROMO 

Why  did  you  acquire  Covmtrywide  now?  Some  people 
think  things  will  only  get  worse  for  Countrywide  and 
the  industry  in  general. 

KENNETH  LEWIS 

We're  under  no  illusion  that  things  have  bottomed  out.  But 
you  can  never  pick  the  exact  time  to  do  something.  Nine  or 
12  months  ago,  we'd  be  paying  probably  $26  a  share.  And  so 
we  tried  to  weigh  the  risk  and  rewards  of  a  further  down- 
turn, further  deterioration  in  credit,  the  legal  issues,  and 
come  up  with  a  price  that  made  sense  based  on  all  the  nega- 
tives out  there.  So  we  did  extensive  due  diligence,  probably 
twice  as  long  as  we've  ever  done  on  a  deal. 

There's  speculation  that  Washington  did  not  want 
Countrywide  to  fail.  Did  the  government  encourage  you 
to  acquire  Countrywide? 
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Absolutely  not.  I  can  tell  you  they  were 
pleasantly  surprised,  but  there  was  no 
prior  encouragement. 

Did  you  need  to  rescue  Countrywide 


MORTGAGES  WERE  "THE  LAST  IMPORTANT 
PRODUCT  WE  DIDN'T  HAVE  A  NUMBER  ONE  SHARE  ll 


rpSTh7,rbT„„irsre„tr   [countrywide]  just  MAKES  STRATEGIC  SENSE" 


No.  We  always  thought  that  even  in  dire 

circumstances,  the  $2  billion  would  be 

good  because  it  is  preferred,  not  common,  stock.  This  was 

just  looking  at  the  fact  we  were  number  one  in  virtually  every 

other  consumer  product,  particularly  deposits  and  credit 

cards,  and  this  was  the  last  important  product  we  didn't  have 

a  number  one  share  in.  It  just  makes  strategic  sense. 

But  are  you  buying  too  early?  It  seems  like  we're  in  the 
third  inning  of  a  very  tough  game.  What  inning  would 
you  say  we're  in  ? 

I  would  say  sixth  or  seventh,  not  the  third.  And  if  I'm  wrong, 
then  there's  more  pain  than  I  originally  thought.  But  it 
doesn't  mean  [Countrywide]  can't  still  be  a  good  deal. 

Some  question  whether  this  deal  will  actually  close.  Is 
there  still  a  chance  Countrywide  could  go  bankrupt? 

We  don't  anticipate  that,  and  frankly,  we  did  not  anticipate 
that  prior  to  the  deal.  We've  looked  very  carefully  at  their 
funding  plan  and  were  pretty  impressed  that  [Mozilo]  had 
lined  up  his  bank  borrowings  and  had  unused  capacity. 

Look  five  years  out,  and  give  me  the  biggest  opportunity 
from  owning  Countrywide. 

If  you  look  at  our  projections,  in  the  third  full  year  [of  own- 
ership], 2011,  we  think  it  should  be  making  $2  billion  aftertax 
when  you  include  our  cost  savings  —  and  that's  without  a  refi 
boom.  So  financially,  if  we're  right  over  time,  it  will  be  very 
compelling.  Second,  we  think  owning  the  mortgage  space, 
or  having  such  a  high  market  share — 25%  on  the  origination 
side— will  give  us  opportunities  to  sell  into  that  customer 
base,  which  would  be  icing  on  the  cake  because  we  don't 
have  that  in  the  projections. 

Do  you  think  we'll  see  a  recession? 

I  wouldn't  have  said  this  three  months  ago,  but  I  think 
there's  a  50-50  chance  of  a  recession.  We're  close  enough 
that  any  kind  of  shock  could  send  us  into  recession. 

When  you  were  named  CEO,  one  of  the  first  things  you 
did  was  get  Bank  of  America  out  of  the  subprime  busi- 
ness it  had  been  dabbling  in.  In  hindsight,  this  looks 
like  a  genius  move.  What  did  you  see  that  made  you  get 
out,  and  what  are  you  seeing  now  that  is  leading  you 
back  in? 

First,  we  had  a  subsidiary  called  EquiCredit  that  used  bro- 
kers to  generate  subprime  borrowings.  And  so  we  not  only 
didn't  like  the  subprime  business,  but  we  didn't  like  the 
broker  model  as  well  because,  as  I've  said,  I  think  broker 
subprime  is  toxic  waste.  But  we're  not  getting  into  the  sub- 
prime  business. . .because  we '11  be  getting  rid  of  it .  There 
would  be  no  subprime  when  we  buy  Countrywide. 


This  is  a  bittersweet  story  for  Angelo  Mozilo,  a  guy  wi 
came  from  nothing,  built  the  company  up,  and  now  s) 
it  in  a  period  of  distress. 

I  know  there  have  been  criticisms  of  Angelo,  but  beneat 
the  surface,  there  is  a  wonderful  human  being.  I  think  hi 
gotten  a  bad  rap  at  times. 

He  won't  be  stajdng  with  the  company,  correct? 

Right.  He's  69  years  old.  He  would  like  to  see  this  throug^( 
and  spend  more  time  with  his  grandchildren. 

Will  you  see  more* 
lawsuits  as  a  resuli 
what  has  gone  onij 
Countrjrwide? 

No  question.  That 
was  part  of  the  paid 
I  was  talking  abouti 
In  the  due  diligence 
we  covered  that  vei 
extensively  and  thii 
we've  gotten  our  h,i 
around  it. 

Bof  A  has  had  a 
phenomenal  histtf 
of  weaving  togetH 
acquisitions.  What's  the  plan  for  organic  growth  nov 
and  will  you  be  able  to  make  cross  -  selling  work  ? 
I  know  there 's  skepticism  around  cross  -  selling  at  times; 
but  look  at  the  success  we've  had  in  cross -selling  credit 
cards  at  our  banking  centers.  Nobody  has  ever  done  thai 
before.  If  the  Countrywide  brand  has  not  been  tainted, 
do  know  that  most  Americans  think  of  Countrywide  wl 
they  think  of  mortgages.  And  so  we  may  have  Countryw 
mortgage  bankers  there  in  our  branches —and  then  have  j 
them,  once  they  make  the  loan,  hand  that  off  to  a  consuij 
banker. 

WTiat  do  you  think  about  all  this  foreign  money  buy]  ; 
into  U.S.  financial  services  institutions? 

It  would  be  hard  for  us  to  see  an3^hing  wrong  with  that !  tf 
we  own  24 . 9  %  of  a  bank  in  Mexico,  8%  of  a  bank  in  Braz 
and  8%  of  a  bank  in  China. 

Have  you  had  any  talks  with  foreign  governments  al 
taking  a  stake  in  Bof  A? 

No,  we  have  not.  1 BW 1 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 


Smartphones 
are  smarter 
on  the  Network. 


Vetl70nwireless 


et  a  Treo™  755p  smartphone  with 
ccess  to  America's  most  reliable  wireless 
roadband  network  for  only  ^^  yi  pvgg 

!  Naiiw.vide  Fmiil  Pisn  $79.99 or iiignei.)  ^k       I    ^^ 


Treo  755P 


'ork/play  better  with  the  new  Palm®  Treo™  755p  on  America's  most  reliable  wireless  broadband  networl<.  Email, 
rowse  the  Web,  take  photos,  play  music  and  more.  BroadbandAccess  Connect  and  Bluetooth®  headset  capable. 


all  1.800.VZW.4BIZ      I      Click  verlzonwireless.conn 


Visit  your  local  Verizon  Wireless  store 


*atk)n  fee/line:  $35. 

ORTANT  CONSUMER  INFORMATION:  Subject  10  Customer  Agml,  Calling  Plan,  rebate  form  &  credit  approval.  Up  to  S175  early  termination  fee  &  other  charges.  Offers  not  available  everywhere.  While  supplies  last.  Shipping  charges  may  apply.  Rebate  takes  up  to 
veeks-  Coverage  limitations,  maps  &  details  at  verizonwirelesscom.  Palm  andTreo  are  among  the  trademarks  or  registered  trademarks  of  Palm,  Inc.  Amenca's  most  reliable  wireless  network  claim  based  on  fewest  aggregate  blocked  and  dropped  connections. 
v«i2onwireless.com/bestnetwori(  for  details.  ©2008  Venzon  Wireless. 


TAPPED-OUT 
CONSUMERS 


Blowback  from  the  mortgage  mess 
has  average  Americans  struggling. 
And  that's  spooking  The  Street 


By  Matthew  Goldstein  and  David  Henry 

It's  official.  The  subprime  flu  has  fi- 
nally spread  to  the  U.S.  consumer. 

Citigroup  and  JPMorgan  Chase, 
two  of  the  nation's  biggest  banks, 
recently  announced  they  are  setting 
aside  nearly  $6  bilhon  between  them  to 
cover  potential  defaults  on  consumer 
loans.  The  news  set  markets  roiling  in 
what  has  already  been  a  tumultuous 
year.  And  it  has  rekindled  fears  that  the 
economy,  if  not  already  in  recession,  is 
on  the  verge  of  one. 

For  months.  Wall  Street  clung  des- 
perately to  the  belief  that  the  mortgage 
mayhem— which  prompted  a  wave  of 
home  foreclosures  and  nearly  $100  bil- 
lion in  write-downs  from  big  banks 
so  far  -  might  remain  contained  to  the 
financial  and  home  building  sectors. 
But  there's  a  grim  new  reality:  Already 
troubled  consumers  are  struggling 
under  towering  credit -card  bills  and 
auto  loans. 

The  connection  to  real  estate  ap- 
pears clear.  Rapidly  falling  home  prices 
in  many  parts  of  the  coimtry  mean 
consumers  can  no  longer  draw  upon 
the  equity  in  their  homes  for  extra 
cash — something  many  had  done  with 


abandon  during  the  boom.  "Their 
ATMs,  their  homes,  are  now  spitting 
out  blank  slips,"  says  David  Easthope,  a 
financial  services  analyst  at  Celent. 
Fearful  bankers  are  making  mat- 
ters worse  by  tightening  their  lending 
standards,  which  makes  all  sorts  of 
consumer  loans  more  expensive  and 


MORE  BAD  NEWS 
FOR  BANKS 

It's  not  just  subprime.  Now 
banks  are  setting  aside  billions 
for  credit -card  debt  and  other 
consumer  loans  that  may  sour. 


INCREASE  IN  RESERVES  FOR  BAD 
CONSUMER  LOANS 


Citigroup 
JPIVIorgan  Chase 
Wells  Fargo 
American  Express 
Capital  One 

Data:  Companies 


$3.3  billion 
$2.3  billion 
$1.4  billion 
$440  million 
$650  million 


scarce.  The  banks'  caution  comes  (I 
of  sheer  necessity.  Their  balance  sk 
are  devastated  after  the  huge  mortjl 
write-downs  of  the  last  two  quart(t| 
And  the  industry's  new  conservatii 
lending  posture  will  make  it  diffici 
to  resuscitate  consumer  spending  ^| 
with  another  jolt  of  interest  -  rate  C( 
Banks  are  likely  to  keep  raising  ratf' 
credit  cards  and  other  consumer  Ic 
no  matter  what  Federal  Reserve  Chi 
man  Ben  Bernanke  does. 

The  growing  unease  about  the  hei 
of  consumers  is  behind  the  stock 
market's  worst  start  in  30  years,  wit( 
the  Standard  &  Poor's  500-stockin 
falling  6%  as  of  Jan.  15.  Banking  anc , 
brokerage  stocks,  many  of  which  lo  , 
more  than  20%  of  their  value  in  20( 
continue  to  get  pummeled.  Shares  < , 
Citigroup,  Bear  Stearns,  Lehman  Bi 
ers,  and  Charles  Schwab  are  all  off  1 
or  more  in  '08.  Even  tech  stocks— n 
of  which  have  good  growth  prospec 


NEWS 


;e  32)  and  were  last  year's  bright 
ts— are  getting  smacked  around  on 
fear  that  consumers  won't  spend  as 
;h  this  year  on  iPhones  or  plasma 
.  Shares  of  Apple  sank  by  5.5%  on 
15,  even  as  CEO  Steve  Jobs  unveiled 
computer  company's  latest  gizmo, 
perthin  laptop.  The  Nasdaq  is  off 
h  for  the  year. 

he  parade  of  fourth- quarter  earn- 
announcements  by  the  nation's 
banks  only  bolstered  bearish 
;iments.  Citigroup  Chief  Financial 
cer  Gary  Crittenden,  in  a  Jan.  15 
ference  call,  said  the  bank  is  look- 
it  raising  rates  on  its  credit  cards 
rotect  itself  from  a  potential  surge 
te  payments.  JPMorgan  Chief 
;utive  Officer  Jamie  Dimon,  whose 
<  has  managed  to  skirt  much  of  the 
lage  from  the  subprime  meltdown, 
ided  a  particularly  sour  note  on 
lousing  market  the  following  day. 
aid  prices  could  fall  another  5% 


Broadway  in 
New  York  after 
Christmas: 
Shoppers  seem 
to  be  flagging 


to  10%  this  year  and  further  crimp 
the  home-equity-loan  market.  Over 
at  Wells  Fargo,  Chief  Executive  John 
Stumpf  said:  "We  expect  the  environ- 
ment to  remain  challenging  in  2008, 
particularly  in  the  consumer  sector." 

A  SCARIER  MONSTER 

Investors'  worries  about  the  U.S. 
consumer  are  overshadowing  Wall 
Street's  main  bogeyman  since  the 
summer,  those  nefarious  subprime - 
linked  securities  known  as  collateral- 
ized debt  obligations.  With  Citigroup 
taking  a  massive  $18  billion  hit  to  the 
value  of  its  CDOs  and  other  subprime 
mortgage  debt  in  the  latest  quar- 
ter, there's  a  sense  that  the  worst  of 
the  write-downs  from  these  com- 
plex investments  may  now  be  in  the 
past.  Sure,  some  surprises  may  lurk. 
Citigroup  still  has  a  jaw-dropping 
$37  billion  in  exposure  to  subprime 
debt  on  its  books.  But  most  observers 


predicted  Citi's  big  hit  weeks  ago. 

The  shock  this  time  around  was  the 
large  jump  in  reserves  for  bad  consum- 
er loans  at  both  Citigroup  and  JPMor- 
gan. Jeff  Harte,  an  analyst  with  Sandler 
O'Neill  &  Partners,  says  Citigroup's 
decision  to  set  aside  $3.3  billion  in 
the  fourth  quarter  to  cover  consumer 
losses  is  an  indication  "consumer 
credit  is  deteriorating  more  rapidly" 
than  expected. 

Trepidation  over  consumer  weak- 
ness has  been  building  for  some  time. 
The  December  jobs  number  was 
particularly  anemic,  and  retail  sales 
started  to  flag  in  the  final  weeks  of  the 
holiday  shopping  season.  During  the 
ramp-up  to  election  season,  a  raft  of 
polls  has  shown  that  voters  believe  the 
economy  is  far  weaker  than  the  statis- 
tics would  suggest. 

But  in  early  January  those  fears  were 
finally  reahzed.  Credit -card  giants 
American  Express  and  Capital  One 
both  warned  on  Jan.  9  about  a  spike 
in  customer  defaults  and  confirmed 
a  slowdown  in  December  spending. 
The  warning  from  American  Express 
was  particularly  ominous,  given  that 
the  vast  majority  of  its  cardholders  are 
affluent  and  among  the  nation's  biggest 
spenders.  "We  are  moving  away  from 
concerns  about  CDOs  and  subprime 
to  broader  consumer  issues,"  says 
Timothy  Ghriskey,  a  co-founder  of 
Solaris  Asset  Management,  a  $2  bilhon 
investment  fund.  "The  credit  issues 
are  working  their  way  deeper  into  the 
economy." 

So  just  how  much  more  damage  will 
banks,  and  Citigroup  in  particular,  have 
to  contend  with  from  the  consumer 
slowdown?  They  may  have  to  boost 
reserves  again  to  cover  problem  loans. 
And  each  time  a  bank  is  forced  to  sock 
away  money,  it  eats  into  earnings.  Al- 
ready analysts  estimate  that  the  billions 
Citigroup  set  aside  for  future  consumer 
loan  losses  cut  its  fourth -quarter  earn- 
ings by  sot  a  share.  Overall,  Citigroup 
lost  $1.99  a  share,  or  $9.83  bilhon,  in  the 
quarter — the  biggest  loss  in  its  long  and 
storied  history. 

And  if  the  consumer  continues  to 
retrench,  or  more  problems  surface  in 
subprime,  things  could  get  a  lot  worse 
for  the  nation's  banks  and  the  economy 
as  a  whole.  iBWi 
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THE  HOME-EQUITY 
CRISIS  AHEAD 

Even  banks  that  dodged  the  subprime  bullet  face 
losses  from  loans  based  on  homes  now  at  risk 


By  Mara  Der  Hovanesian 

Subprime  mortgages  have  taken  a  lot  of 
blame  for  banks'  big  losses.  But  there's 
another  problem  lurking  behind  the 
mess:  home-equity  lending. 

Buoyed  by  rising  prices,  borrowers 
increasingly  tapped  into  the  equity  on 
their  properties  to  finance  a  new  car, 
renovations,  or  even  a  down  payment, 
making  equity  a  key  source  of  consum- 
ers' strength.  But  with  the  housing 
market  in  disarray  and  prices  plunging, 
the  business  of  home  -  equity  lend- 
ing is  souring.  At  least  $14.7  billion  in 
loans  and  lines  of  credit  were  already 
delinquent  through  the  end  of  Sep- 
tember—the highest  level  in  a  decade. 
"After  subprime,  home -equity  lending 
is  the  biggest  problem  the  industry  has 
right  now,"  says  analyst  Frederick  Can- 
non of  Keefe,  Bruyette  &  Woods. 

What's  more,  there's  little  that 
can  be  done  to  prevent  the  pain  from 
the  deterioration  of  this  $850  bilhon 
market.  A  lender  on  a  mortgage  has  the 
first  claim  on  the  underlying  property. 
In  the  case  of  foreclosure,  it  can  sell 
the  property  and  recoup  some  money. 
The  bank  with  the  home  equity  piece 
has  no  such  collateral  and  is  usually  out 
the  money.  "The  home -equity  lender 
is  going  to  get  hosed,"  says  Amy  Crews 
Cutts,  deputy  chief  economist  at  mort  - 
gage  giant  Freddie  Mac. 

JPMorgan  Chase,  Washington  Mu- 
tual, IndyMac,  Countrywide  Financial, 
and  others  are  getting  hit.  On  Jan.  16, 
JPMorgan  announced  it  set  aside  an 
additional  $395  miUion  for  troubled 
home-equity  products  in  the  last  quar- 
ter, compared  with  just  $125  million  for 
subprime  mortgages.  Washington  Mu- 
tual reported  in  the  latest  period  that 
its  bad  home -equity  loans  and  hnes 
of  credit  surged  by  130%  from  the  end 


of  2006,  forcing  the  bank  to  up  losses 
by  $967  miUion.  Even  lenders  of  a 
conservative  bent,  those  that  managed 
to  sidestep  much  of  the  subprime  mess, 
are  getting  hammered:  Wells  Fargo  took 
a  recent  $1.4  billion  writedown,  largely 
from  home  -  equity  lending. 

PILING  HIGHER 

Until  recently,  the  preponderance  of 
home -equity  lending  came  in  the  form 
of  lines  of  credit.  They  allowed  borrow- 
ers to  convert  their  equity  into  cash  to 
pay  down  credit -card  debt  and  the  like. 
But  as  the  boom  raced  on  and  housing 
prices  soared  to  unimaginable  heights, 
banks  started  offering  second-lien, 
or  piggyback,  loans  that  buyers  could 
use  to  finance  their  down  payments. 
The  practice  allowed  buyers,  especially 
subprime  ones,  to  buy  ever-bigger 
houses  they  could  ill  afford.  Traditional 
underwriting  standards  were  thrown 
out  the  window,  with  buyers  increas- 
ingly borrowing  more  than  the  value  of 
their  homes.  As  a  result,  this  segment 
soared  to  14.4%  of  the  home -equity 
market  in  2006,  according  to  industry 


TREMORS 


Like  mortgages,  home-equity  loans 
are  troubled 


,  BILLIONS  OF  DOLLARS 


•INCLUDES  BOTH  HOME  EQUITY  LINES  OF  CREDIT 
AND  SECOND  LIEN  MORTGAGES     "THROUGH  SEPT  30 

Data;  Federal  Deposit  Insurance  Corp. 


newsletter  Inside  Mortgage  Finance.i 

The  boom  brought  about  some 
especially  toxic  home -equity  loans. 
Homeowners  gamed  the  system, 
steadily  cashing  out  every  bit  of  equi  j( 
from  their  houses— a  situation  that 
arose  in  part  because  banks  didn't  tni 
whether  borrowers  took  out  subsequj 
loans  from  competitors.  Another  baa 
practice :  a  home  -  equity  loan  on  top 
of  a  payment  -  option  adjustable  -  rat( 
mortgage.  Those  ARMs  allow  borrov 
ers  to  make  monthly  payments  that 
amount  to  less  than  the  interest.  The 
principal  keeps  growing,  eroding  the 
equity,  which  makes  it  a  risky  home- 
equity  loan  on  top  of  an  already  risky 
mortgage. 

In  a  rapidly  rising  housing  market 
such  practices  didn't  seem  particula 
reckless.  After  all,  homeowners  coul 
quickly  refinance,  using  newly  accu- 
mulated equity  to  pay  off  a  second  Ic 
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iven  a  third.  So  lenders  were  confi- 
it  they  would  get  their  money  back. 
!ie  proposition  was  that  borrowers 
uld  refinance  and  pay  this  sucker 
in  six  months  or  a  year,"  says  Guy 
;ala,  pubhsher  of  Inside  Mortgage 
once.  "But  the  market  died." 
Vnd  a  dramatic  drop  in  prices  started 
5ing  out  the  value  of  many  of  these 
ns.  Say  a  buyer  purchased  a  home 
$300,000,  taking  out  a  mortgage 
$240,000  and  a  piggyback  loan  for 
3,000  to  cover  the  down  payment, 
he  price  of  the  house  then  dropped 
20%,  to  $240,000,  the  equity 
iporates. 

rhat's  what's  now  happening  in 
ne  of  the  hardest -hit  states  such  as 
rida  and  California.  So  banks  are 
ting  stuck  with  home  -  equity  loans 
t  are  worthless.  That's  because 
■rowers  who  don't  have  any  equity 
heir  homes  are  more  likely  to  walk 


away  entirely.  Standard  &  Poor's 
(which,  like  BusinessWeek,  is  owned  by 
The  McGraw-Hill  Companies)  looked 
at  investment  pools,  analyzing  the 
performance  of  640,000  first  mort- 
gages with  a  piggyback  loan  attached 
to  them.  They  found  that  those  loans 
are  43%  more  likely  to  go  into  default 
than  stand-alone  mortgages. 

As  a  result,  banks  are  scrambling  to 
change  their  ways.  Some  are  imple- 
menting stricter  underwriting  stan- 
dards, ensuring  that  new  borrowers 
have  plenty  of  skin  in  the  game  by  put  - 
ting  up  more  cash.  Chase,  for  example, 
which  tightened  standards  several 


When  house  prices  drop,  the  equity 
backing  a  second  loan  can  evaporate 
leaving  lenders  holding  the  bag 
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times  in  2007,  lowered 
how  much  it  would  lend 
to  borrowers  in  Cahfor- 
nia  and  Florida  by  10%. 
"Given  our  current  under- 
writing standards,  we 
wouldn't  have  done  30% 
of  the  home  -  equity  loans 
we  originated  in  2006," 
says  Thomas  A.  Kelly,  a 
spokesman  at  Chase. 

Banks  also  contend  that 
most  of  the  problem  loans 
and  lines  of  credit  came 
from  third -party  brokers 
and  wholesalers,  which 
they  say  did  a  poor  job  as  - 
sessing  borrowers'  ability 
to  repay.  Wells  calculates 
that  independent  brokers, 
which  represented  just 
7%  of  its  home  -  equity 
lending,  accounted  for 
25%  of  its  third -quarter 
losses.  So  Wells  and  other 
lenders  are  now  refus  - 
ing  to  buy  home -equity 
products  from  that  group. 

Meanwhile,  the  hst  of 
casualties  is  expanding 
to  those  who  own  and 
insure  investment  pools 
filled  with  home -equity 
loans.  One  of  the  worst  - 
performing  assets  in 
E^Trade's  $17  billion  investment  port- 
folio: bonds  backed  by  home  -  equity 
loans.  After  more  than  a  third  of  the 
bonds  were  downgraded  to  junk,  the 
online  broker  in  late  November  sold  the 
troubled  bonds  and  other  investments 
to  hedge  fund  Citadel. 

Radian  Guaranty,  which  lost  busi- 
ness to  the  banks  when  home -equity 
loans  that  doubled  as  down  payments 
reduced  the  need  for  their  mortgage 
insurance,  started  insuring  securities 
backed  by  home-equity  loans  instead. 
In  the  latest  quarter,  it  announced 
losses  of  $1.1  billion  related  to  those 
deals.  "We  essentially  stopped  writ- 
ing this  business," 
Radian's  Mark  Casale 
said  in  a  recent  call 
with  investors.  "Un- 
fortunately, we're 
still  feeling  the 
effects."  iBWi 
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WHAT  COULD  STAVE 
OFF  A  RECESSION 

Government  spending  on  education  and  health— two 
growth  areas— might  be  enough  to  buoy  the  economy 


MANDEL  ON 
ECONOMICS 


By  Michael  Mandel 

A  consumer  crunch 
now  seems  inevitable. 
The  housing  market  is 
in  free  fall,  and  home- 
equity  loans,  which 
many  people  used  as 
piggy  banks,  are  be- 
coming more  expensive 
and  harder  to  get  (page  24 ) .  Now  big 
credit -card  issuers  such  as  American 
Express  and  Citigroup  are  reporting  a 
rise  in  delinquencies,  which  will  lead 
to  tighter  lending  standards.  The  net 
result  will  be  a  squeeze  on  consumer 
credit  that  could  bring  even  irrepress  - 
ible  shoppers  to  a  halt. 

But  there's  a  surprising  force  that 
could  keep  the  bottom  from  falling  out 
of  the  economy:  the  $3.5  triUion  health 
and  education  job  machine,  which  cre- 
ated 640,000  new  jobs  in  the  last  year 
alone .  Propelled  by  aging  baby  boom  - 
ers  and  rising  student  enrollments, 
hospitals  and  schools  are  still  hiring 
while  almost  everyone  else  is  cutting 
back  (chart). 

Could  adding  more 
nurses,  teachers,  and 
hospital  orderlies 
really  hold  off  a 
recession? 


The  answer  is  yes— with  an  asterisk. 
What  people  don't  realize  is  that  health 
and  education  combined  make  up  the 
single  largest  source  of  jobs  in  the  U.S., 
employing  28  million  people,  or  about 
20%  of  the  total  workforce.  What's 
more,  government  funds  support 
many  of  these  jobs,  either  directly  or 
indirectly,  making  them  less  subject  to 
the  business  cycle. 

The  hidden  danger  now  is  that  fad- 
ing tax  revenues  may  cause  state  and 
local  governments  to  cut  back  on  their 
funding  for  schools  and  medical  care. 
That  could  weaken  health  and  educa- 
tion spending  just  as  the  consumer 
slump  hits— a  double  whammy  that 
could  send  the  economy  into  recession. 

DON'T  COUNT  ON  EXPORTS 

Unfortunately,  other  potential  sourc- 
es of  economic  strength  are  not 
nearly  as  promising.  For  example, 
business  investment  won't  be  a 
big  help  to  economic  growth 
in  2008  as  many  U.S. 


Nl  S 


companies  rein  in  their  technology 
purchases  (page  32).  And  don't  coui 
on  exports  to  bail  the  U.S.  out,  even 
with  the  weaker  dollar.  With  Europi; 
growth  apparently  slowing,  deman^ 
for  American -made  goods  overseas! 
could  slacken  as  well. 

By  contrast,  the  demand  for  educ 
tion  and  health -care  workers  is  still 
rising.  Just  a  few  years  ago,  in  2002,  e 
Education  Dept.  pubhshed  projec- 
tions showing  that  elementary  and 
high  school  enrollments  would  peal.' 
2005.  Now  the  number  of  students  ' 
2  million  above  its  supposed  high  an 
still  heading  up.  The  same  is  true  fo( 
enrollment  in  higher  education. 

In  fact,  health  care  and  education! 
have  accounted  for  about  63%  of  to( 
job  growth  since  the  last  business 
cycle  peak  in  March,  2001.  Togetheii 
they  have  created  3.7  million  jobs.  Bl 
comparison,  the  next  biggest  sourcK 
of  new  jobs,  the  leisure  and  hospital^ 
industries,  added  only  1.7  million. 

So  far  the  expansion  of  health  can 
and  education  appears  to  be  just 
enough  to  counteract 
the  drag  from  ^^k 
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Madrid  is  the  capital  of  innovation,  a  privileged  enclave  where  the  most 
competitive  companies  are  concentrated.  Here,  you  will  find  new  opportunities 
and  contacts  for  your  business.  Discover  them  at  www.exportmadrid.com 

Today,  Madrid  is  an  international  meeting  point  and  reference  at  the  Fai.'s  organised 
by  IFEMA  in  the  Consumer  Goods  sector:  Fashion,  Footwear,  Accessories  and 
Furniture,  etc. 

A  region  with  the  best  infrastructure  and  services,  which  also  offers  hospitality 
and  many  attractions,  enabling  you  to  enjoy  all  the  cultural  and  leisure  possibilities 
of  a  big  city  during  your  visit. 


FORTHCOMING  EDITIONS  OF  TRADE  FAIRS 
ORGANISED  BY  IFEMA  IN  THE  CONSUMER 
GOODS  SEOOR 

2008 

FEBRUARY 

ARCO  Inlernalional  Contemporary  Art  Fair      ufi 

CASA  PASARELA  Design  Fair  for  Home  Trends 

tBERJOYA  International  Jewellery,  Silverware,  Watch  and  Auxiliary 

Industries  Exhibition    -.  irfi 

SIMM  Madrid  International  Fashion  Fair   -.  ufl 

CIBELES  FASHION  SHOW 

MARCH 

MODACALZADO  +  IBERPIEL  Footwear  and  Leather  Goods 

International  Fair      irfi 

MADRID  BOAT  SHOW 

ALMONEDA  Antiques,  Art  Galleries  and  Colleaors  Fair 

APRIL 

DIVERSE  SELEa  PRODUaS 

MADRID  INTERNATIONAL  FURNITURE  EXHIBITION      uTl 

MA'- 

MADRID  INTERNATIONAL  AUTO  SHOW      ufi 

JUNE 

SECOND-HAND  VEHICLE  SHOW 

JULY 

SIMM  Madrid  International  Fashion  Fair  --yfi 

SEPTEMBER 

INTERNATIONAL  GIFT,  JEWELLERY  AND  FASHION 

JEWELLERY  WEEK 

INTERGIFT  International  Gift  Fair      ufl 

IBERJOYA  International  Jewellery,  SilvenA/are,  Watch 

and  Auxiliary  Industries  Exhibition  ■■-  ufi 

BISUTEX  International  Fashion  Jewellery  and  Accessories 

Trade  Fair     ufi 

MODACALZADO  +  IBERPIEL  footwear  and  Leather  Goods 

International  Fair  -   ufi 

CIBELES  FASHION  SHOW 

NOVEMBER 

FERIARTE  Art  and  Antiques  Fair 

HABITAUA  The  Home  Exhibition 

2009 

JANUARY 

INTERNATIONAL  GIFT  AND  FASHION  JEWELLERY  WEEK 

INTERGIFT  International  Gift  Fair  .  ufi 

BISUTEX  International  Fashion  Jewellery  and  Accessories 

Trade  Fair  ->.ufi 

APRIL 

MADRID  MOTORCYCLE  GREAT  WEEK  -  MADRID 

mAs  MOTO 

MAY 

SAL  Food  Trade  Show 

SEPTEMBER 

SICI  International  Integral  Kitchen  Exhibition  -■■  ufi 

OCTOBER 

UBER  International  Book  Fait   ■  ufi 

.A-Ufi  International  event  certified  by  UFI 
(The  Global  Association  of  the  Exhibition  Industry) 
Consult  www.ifema.es  to  confirm  dates  and  times 


NEW 

GOOD 

MADRID 


i    MADRID  TRADE  FAIR' 

3  de    !   Tfie  most  effective 
drid    i    Business  Centre 

www.ifema.es 


www.descubremadrid.com     www.exportmadrid.com 


@  ^amara 

Madrid 
WWW.  camaramadrid.es 
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The  server  room  can  be  a  cold  and  lonely  place. 
We  can  definitely  help  with  the  lonely  part. 

As  you  sit  there  among  the  humming  and  buzzing  of  servers,  the  miles  of  cables  and  the  flashing  of  tiny  little 
lights,  know  this  -  you  are  not  alone.  At  CDW,  we  provide  you  with  a  personal  account  manager  who  knows 
your  business  and  the  IT  challenges  you  face.  We  make  sure  your  most  difficult  questions  get  answered  by  highly 
trained  technology  specialists  who,  quite  frankly  are  ridiculously  smart.  And  we  offer  a  full  range  of  custom 
configuration  services  that  can  save  you  valuable  time  and  money  With  all  this,  plus  an  unfathomable  number 
of  products  from  the  top  names  in  the  industry,  you  should  feel  quite  comfortable  knowing  CDW  has  everything 
you  need,  when  you  need  it.  And  as  always,  we're  only  a  phone  call  away 


CDW.com    800.399.4CDW 


©2008  CDW  Corporation 


The  Right  Technology.  Right  Aw 
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iUPPORTINGAWEAK 
ABOR  MARKET? 


ANNUAL  RATE  OF 
JOB  CREATION* 

•  HEALTH  AND  EDUCATION" 

•  REST  OF  ECONOMY 
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\SED  ON  MOVING  AVERAGE  OF  CHANGE  OVER 
EVIOUS  THREE  MONTHS 
JCLUDES  PRIVATE  EDUCATIONAL  SERVICES, 
^TE  AND  LOCAL  EDUCATION,  PRIVATE  HEALTH 
,RE  AND  SOCIAL  ASSISTANCE.  AND  FEDERAL, 
^TE,  AND  LOCAL  HOSPITALS 

ta:  Bureau  of  Labor  Statistics,  BusinessWeek 


housing  bust  and  the  consumer 
nch.  Consider  this:  Banks,  mort- 
;e  brokers,  and  other  credit  inter- 
diaries  have  added  roughly  350,000 
s  since  2000.  Even  if  all  those  work- 
were  fired,  that  would  just  be  equal 
even  months'  growth  in  health  and 
ication. 

!ut  what  if  the  economy  still  begins 
lide  into  recession?  Then  policy- 
kers  have  several  choices  if  they 
it  to  try  fiscal  stimulus.  They  can 
;r  tax  cuts,  like  President  George  W. 
ih  did  during  his  early  years  in  office. 
3y  can  provide  aid  to  homeowners 
ing  foreclosure  or  high  energy  pric- 
as  Hillary  Clinton  has  suggested. 
)r  policymakers  can  do  something 
erent:  boost  outlays  on  educa- 
1  and  health.  Remember  that  in  the 
OS,  John  Maynard  Keynes  forcefully 
located  the  idea  that  government 
nding  could  bolster  the  economy  in 
)wnturn.  Today,  increasing  federal 
1th  and  education  grants  to  the 
;es,  while  politically  controversial. 
Id  be  a  quick  and  effective  way  of 
ving  the  cutbacks  in  jobs  when 
revenues  turn  down.  If  so,  Keynes 
Id  be  back — and  coming  to  schools 
hospitals  near  you.  IBWI 

INESSWEEK  TV    For  more  on  what's 

I  ailing  the  U.S.  economy, 
h  our  weekly  show,  BusinessWeek  TV.  To 
i/ideo  clips  or  find  your  local  station  and  air- 
by  Zip  Code,  go  to  Busine^sWeekTV.com. 


A  BETTER  WAY  TO 
TRACK  THE  ECONOMY 

A  groundbreaking  Commerce  Dept.  report  could 
lead  to  new  yardsticks  for  measuring  growth 
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By  Michael  Mandel 

Changing  the  U.S.  system  of  economic 
statistics  is  like  turning  a  supertanker. 
You  can  do  it,  but  it  takes  time.  The 
report  to  be  released  by  the  Commerce 
Dept.  on  Jan.  18,  called  Jnnoyatton 
Measurement:  Tracking  the  State  of 
Innovation  in  the  American  Economy, 
amounts  to  a  sharp  turn  of  the  wheel. 

The  report — assembled  by  a  panel 
of  top  academics  and  business  leaders, 
including  Samuel 
J.Palmisanoof 
IBM  and  Steven  A. 
Ballmerof  Micro- 
soft—observes  that 
innovation  is  key  for 
growth  and  com- 
petitiveness. But  it 
gets  short  shrift  in 
government  data. 

The  panel  makes 
aggressive  propos  - 
als  for  measuring 
innovation  better. 
Some  are  important 
but  mundane,  such 
as  getting  different 
statistical  agencies 
to  share  data.  Others 
are  high -concept, 
including  tracking 
"innovation  in- 
puts," improving  the  measurement  of 
intangible  assets,  and  possibly  putting 
together  a  "national  innovation  index." 
(Some  of  these  ideas  were  explored  in 
the  Feb.  13, 2006,  Cover  Story,  "Un- 
masking the  Economy.") 

NO  MAGIC  NUMBER 

Taken  as  a  whole,  these  recommenda- 
tions are  a  notable  break  from  the  past. 
The  current  stats  were  created  to  track 
the  ups  and  downs  of  a  manufacturing 


economy.  Now  different  data  are  need- 
ed to  boost  the  economy's  long-term 
growth  potential.  The  result  would  be 
"the  most  significant  change  in  our 
statistical  system  since  the  national 
accounts  were  established  50  years 
ago,"  says  Dale  W.  Jorgenson,  a  Harvard 
University  economist  on  the  panel. 

The  new  approach  should  change 
how  we  perceive  the  economy,  put- 
ting more  emphasis  on  research 

and  development, 
product  design,  and 
other  intangibles 
that  actually  drive 
growth.  And  that 
may  influence  policy. 
"You  get  what  you 
measure,"  says  panel 
member  Arthur  D. 
Collins  Jr.,  chairman 
and  former  chief 
executive  of  medical 
technology  company 
Medtronic. 

The  report  itself 
willbe  a  bit  disap- 
pointing for  anyone 
looking  for  specific 
__3»-^  measures  of  innova- 

tion. "This  is  not  a 
magic  number  that 
says  innovation  was 
X  last  year  and  Y  this  year,"  says  Cyn- 
thia A.  Classman,  Commerce  Under 
Secretary  for  Economic  Affairs.  "This 
is  a  long-term  road  map." 

There  is  also  the  question  of  money. 
The  Bureau  of  Economic  Analysis 
estimates  that  adopting  the  panel's 
proposals  would  cost  it  about  $5  mil- 
lion a  year.  Other  agencies  would  need 
additional  funding  as  well.  But  in  an 
era  when  innovation  is  king,  this  could 
be  money  well  spent.  1 BW 1 
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YOU  CAN'T  SUE 
THE  BEAN  COUNTERS 

What  the  Supreme  Court's  recent  ruling  on  corporate 
fraud  means  for  companies  and  shareholders 


By  Douglas  McCollam 

That  faint  cheering  sound  you  may 
have  heard  on  Jan.  15  was  Wall  Street 
celebrating  a  rare  piece  of  good  news. 
The  U.S.  Supreme  Court  handed  bank- 
ers, accountants,  and  lawyers  a  big 
win  by  holding  that  they  are  virtually 
immune  to  fraud  lawsuits  brought 
against  companies  by  disgruntled 
shareholders. 

Business  groups  hailed  the  court's 
decision  in  StoneRidge  Investment 
Partners  v.  Scientific -Atlanta  as  a 
victory  against  baseless  litigation. 
Investor  advocates  complained  that 


it  would  encourage  corporate  fraud. 
In  the  post-decision  crossfire,  many 
people  were  left  with  questions  about 
the  meaning  of  the  ruling.  Here  are 

some  answers: 

What  did  the  case  say? 

That  investors  who  lose  money  be- 


StoneRidge  is  likely  to  reduce  the  amount 
of  money  defrauded  investors  can 
recover  in  civil  lawsuits 


cause  of  corporate  fraud  can  usually 
sue  only  the  company,  its  officers,  ai 
the  directors.  Rejecting  the  idea  thai 
shareholders  should  also  be  able  to  t 
get  a  company's  advisers  and  busine 
partners,  the  majority  opinion,  writ 
by  Justice  Anthony  Kennedy,  said  th 
giving  investors  this  power  would 
potentially  allow  lawsuits  to  "reach 
whole  marketplace  in  which  the  issi 
ing  company  does  business." 

Is  that  a  change  m  the  law? 

Not  really.  A  landmark  1994  Supreir 
Court  decision  already  had  limited  t 
ability  of  shareholders  to  sue  "aider;, 
and  abettors"  for  securities  fraud. 

So  what's  the  big  deal? 

In  the  wake  of  the  Enron  debacle ,  in^ 
which  accountants,  investment  ban) 
ers,  and  lawyers  alll| 
played  key  roles,  pn 
sure  increased  to  ho 
professional  gate- 
keepers and  other  1< 
players  responsible!) 
for  corporate  wron,! 


The  delete  button 
for  that  voice  in 
your  head. 
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g.  Plaintiffs'  lawyers  advanced  a 
legal  theory,  known  as  "scheme 
lity,"  which  increased  financial 
lity  for  third  parties  that  helped  a 
pany  commit  fraud.  Some  federal 
ts  accepted  this  theory.  Now  the 
eme  Court's  StoneRidge  ruling  has 
it  down. 

r  does  this  affect  investors? 

:'s  a  debatable  question.  Inves- 


Post-Enron, 
pressure 
increased  to 
hold  third  parties 
responsible 

tor  advocates  argue  that  the  deci- 
sion is  bad  for  shareholders  because 
it  removes  a  substantial  deterrent 
to  corporate  fraud:  the  threat  that 
accountants,  lawyers,  bankers,  and 
others  might  be  financially  liable  for 
it.  Moreover,  StoneRidge  is  likely  to  re- 
duce the  amount  of  money  defrauded 
investors  can  recover  in  civil  lawsuits. 
But  business  groups  counter  that 
shareholder  fraud  cases  are  so  costly 


and  inefficient  that  limiting  their  scope 
will  benefit  the  economy  and  the  mar- 
ket as  a  whole. 

So  do  accountants,  bankers,  and 
lawyers  go  unscathed? 

Not  completely.  While  plaintiffs'  law- 
yers will  find  it  harder  to  squeeze  mon- 
ey out  of  them  in  private  shareholder 
litigation,  the  Securities  &  Exchange 
Commission  is  still  free  to  bring  fraud 
cases  against  these  so-called  second- 
ary actors. 

Will  this  case  have  an  impact  on 
litigation  over  the  subprime  lending 
crisis? 

That  is  obviously  a  big  concern  for 
many  on  Wall  Street.  Currently  the 
subprime  litigation  storm  is  still 
building.  Some  shareholder  fraud 
lawsuits  have  been  filed  against 
lending  institutions  such  as  Country- 
wide Financial  and  investment  banks, 
including  Merrill  Lynch.  You  can  be 
certain  the  lawyers  and  accountants 
who  advised  them  are  breathing  more 
easily  today.  iBWi 
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It's  loudest  just  after  you've  rolled  out  a  new  strategy. 

Vou  worry,  "Will  all  departments  follow  through.?  Will  they  hit  their  numbers?  Will  I  be  able  to  tell 
before  it's  too  late?"  This  wondering  if  everyone's  on  the  same  page  can  drive  you  a  little  crazy. 

Unless  you  have  Cognos.  We  are  the  experts  in  performance  management,  providing  a  single,  purpose- 
built  software  platform  with  all  performance  management  capabilities.  So  you  know  your  employees 
iiave  what  they  need  to  support  the  company's  goals  —  both  financial  and  operational.  And  you'll  have 
an  accurate,  timely  view  of  their  progress  against  those  goals.  With  17  years  of  proven  performance 
management  experience,  across  86  of  the  Fortune  100,  we  know  how  to  help  you  succeed. 

There  really  is  no  better  way  to  silence  that  nagging  voice  in  your  head. 

'roceed  with  confidence.™  To  find  out  more,  visit  www.cognos.com/deletebutton  today. 


Copyright  ©  2007  Cognos  Incorporated.  All  rights  reserved. 
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TECH:  SLOW  AT  HOME. 
GROWING  ABROAD 

The  strongest  U.S.  companies  may  be  the  ones  with 
the  biggest  footprint  abroad 


By  Olga  Kharif 

Any  hope  that  the  surprisingly  strong 
financial  results  from  IBM  signaled  a 
technology  stock  rebound  was  quickly 
dashed.  After  the  stock  market  closed 
on  Jan.  15,  chipmaker  Intel,  another 
closely  watched  bellwether,  reported 
disappointing  iinancial  results  for  the 
fourth  quarter  and  a  subdued  outlook 
for  the  future.  "It  would  be  imprudent 
not  to  be  cautious,"  said  CEO  Paul  S. 
Otellini  in  a  conference  call  with  inves- 
tors, citing  concerns  about  the  U.S. 
economy.  Intel  shares  plunged  12.6% 
the  next  day. 

It's  a  sign  that  already-  rattled  tech 
investors  could  face  more  trouble 
ahead.  The  technology-heavy  Nasdaq 
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composite  index  has 
tumbled  9%  since  the 
beginning  of  the  year, 
dropping  for  9  out  of 
12  trading  days.  Intel's 
caution  is  particularly 
worrisome  because 
chip  companies  tend 
to  be  an  early  indica- 
tion of  what's  ahead  for 
the  rest  of  technology. 
Apple,  Microsoft,  Mo- 
torola, and  AT&T  are 
slated  to  report  their 
financial  results  in  the 
next  two  weeks. 

One  key  factor  in 
how  these  compa- 
nies perform  will  be 
geography.  While  tech 
spending  in  the  U.S.  is 
expected  to  slow  down 
with  the  economy, 
spending  abroad 
remains  relatively 
healthy.  As  a  result,  the 
tech  companies  with 
the  most  exposure  to  overseas  markets, 
such  as  IBM  and  Hewlett  -  Packard, 
stand  a  better  chance  than  those  more 
dependent  on  U.S.  consumers  and 
companies.  "Large  bellwethers  with  in- 
ternational exposure  will  probably  fare 
better  in  this  type  of  an  environment," 
says  Scott  Kessler,  head  of  tech  sector 
equity  research  at  Standard  &  Poor's. 

With  the  housing  downturn  and 
credit  crunch,  Americans  may  struggle 
to  keep  up  their  purchases  of  comput  - 
ers,  software,  and  other  gear.  In  2007 
tech  spending  increased  at  roughly  the 
same  7%  rate  in  the  U.S.  and  outside, 
according  to  research  firm  IDC .  But 
this  year  tech  spending  in  the  States  is 
expected  to  slide,  while  growth  abroad 


maintains  the  same  clip.  IDC  is  cur- 
rently predicting  3%  to  4%  growth  i 
the  U.S.,  and  analyst  Stephen  Mintc 
warns  it  could  be  much  lower.  "If  a 
recession  took  hold,  we'd  end  up  wi 
no  growth— as  long  as  the  recession 
was  short,"  he  says. 

Which  companies  have  the  least 
exposure  to  the  U.S.  ?  IBM  is  among 
most  diversified  abroad,  with  just  y 
of  its  revenues  coming  from  inside  t 
country  (page  36).  Other  companie; 
that  get  less  than  half  their  revenue: 
from  home  include  HP,  Oracle,  and 
Sun  Microsystems,  according  to 
financial  filings.  In  contrast,  AT&T 
and  Yahoo!  pull  in  the  majority  of  tt 
sales  from  the  U.S. 

Of  course,  geography  isn't  necesa 
ily  destiny.  Strong  products  generatl 
sales  even  in  a  soft  economy.  GoogUi 
and  Apple  get  more  than  half  of  thei-: 
revenues  from  the  U.S.,  and  both  ar^ 
expected  to  see  strong  growth  in  thf  1 
year  ahead.  Intel  says  it  gets  75%  of  P 
revenues  from  outside  the  U.S. 

Still,  for  most  of  the  tech  compani' 
dependent  on  customers  at  home,  th 
year  ahead  looks  full  of  challenges. "" 
U.S.  economy  is  clearly  heading  into  1 
the  sewer,"  says  Roger  L.  Kay,  preside 
of  consultant  Endpoint  Technologien 
Associates.  "People  don't  know  howi 
customers  are  going  to  behave ."  1 BW  ^ 
-With  Spencer  E.  Ante  in  New  York  c 
Roger  O.  Crockett  in  Chicago 

FOREIGN  EXPOSURE 

Companies  with  more  sales 
overseas  may  hold  up  better  as 
the  U.S.  economy  faces  potential 
problems. 


COMPANY 

PERCENT  OF 
NON-US.  SALES 

Hewlett-Packard 

67% 

IBM 

61% 

Cisco  Systems 

45% 

Dell 

44% 

Microsoft 

39% 

Data:  SEC  filings,  Standard  &  Poor's 
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By  Jena  McGregor  and  Steve  Hamm 


The  war  for  talent  never  ends.  Middle  managers  in  China?  Good  luck  finding  them,  let  alone  keepi^ 
them.  Assembly  line  workers  in  Central  Europe?  They're  well-educated  and  hard-working:  Trouli 
is,  every  company  wants  them.  The  cubicle  warriors  of  Bangalore?  They  get  the  job  done— if  they  stit 
around,  I  For  corporations,  managing  this  widely  scattered,  talented,  restive,  multicultural  workfoi) 
has  never  been  harder.  This  Special  Report,  written  to  coincide  with  the  2008  World  Economic  Forr 
in  Davos,  Switzerland,  brings  readers  to  the  front  lines  of  the  struggle.  It  delves  into  IBM's  effort  to  rerj 


vent  the  way  it  gets  tasks  done  around  the  world,  follows  a 
Nokia  manager  as  he  recruits  a  workforce  from  scratch  in 
Transylvania,  meets  a  restless  generation  of  IT  workers  in 
India,  and  hears  from  the  corporate  road  warriors  who  never, 
ever  stop  traveling. 

These  and  other  stories  make  a  simple  but  powerful  point: 
The  old  way  of  managing  across  borders  is  fading  fast.  In  the 
first  half  of  the  20th  century,  the  globalization  of  business  was 
based  on  the  British  colonial  model.  Headquarters,  functions, 
and  capital  were  in  one  place,  with  managers  dispatched  to 
run  regional  operations  like  colonies.  In  the  second  half  of  the 
1900s,  companies  adopted  the  multinational  model,  replicat- 
ing their  home  country  operations  in  other  places  where  they 
did  business.  Country  units  rarely  dealt  with  other  divisions 
in  other  markets. 

Today,  global  corporations  are  transforming  themselves 
into  "transnationals,"  moving  work  to  the  places  with  the  tal- 
ent to  handle  the  job  and  the  time  to  do  it  at  the  right  cost.  The 
threat  of  a  U.S.  recession  only  makes  such  efforts  at  lowering 
expenses  and  grabbing  the  best  talent  even  more  urgent .  Wil  - 
ham  J.  Ameho,  the  CEO  of  Lenovo,  the  world's  third-largest 
computer  maker,  calls  his  global  workforce  strategy  "world - 
sourcing."  Lenovo  has  executive  offices  in  five  cities  world- 
wide and  organizes  its  workforce  around  hubs  of  expertise, 
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such  as  hardware  designers  in  Japan  and  marketers  in  Ina 
"You  operate  as  if  there's  just  one  time  zone,"  Amelio  se- 
"And  you're  always  on." 

If  anything,  companies  are  devising  new  strategies  to  re;^ 
global  scale  faster.  To  retain  workers  in  China,  for  examf< 
PepsiCo's  snacks  unit  tunneled  nearly  300  extra  people  i 
its  talent  assessment  program  last  year  and  promoted  thi 
times  as  many  managers  as  it  did  in  2006.  In  mid-2007  ston( 
equipment  maker  EMC  started  a  global  innovation  netw« 
for  research  and  development  workers  at  six  labs  around . 
globe.  EMC  set  up  a  wiki  Web  site  for  scientists  and  engineii 
to  develop  technologies  and  product  concepts  together. 

Moving  people  across  borders  and  ensuring  that  work()|f 
visas  and  permits  are  compliant  with  local  immigration  rul  | 
are  also  vital  to  the  tasks  of  globalization.  Deloitte  princii 
Robin  I.  Lissak  has  a  cHent,  a  CEO  of  a  large  multinatioi 
who  was  told  he  could  quintuple  his  business  in  Dubai  11 
quickly  moved  2,000  workers  there  from  India.  But  like  \ 
of  the  companies  in  Deloitte's  2007  Global  Mobility  Sur\ 
the  CEO  simply  wasn't  set  up  to  do  it.  "You're  not  just  mr|)( 
ing  people  from  the  U.S.  to  the  rest  of  the  world  anymo 
says  Lissak.  "You're  sending  people  from  all  continent; 
all  continents."  The  companies  that  play  this  global,  mol 
game  best  will  emerge  the  winners.  1 BW 1 
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INTERNATIONAL 
ISN'T  JUST 
IBM'S  FIRST  NAME 


By  Steve  Hamm 


Big  Blue  has  built  a  global 
network  for  client  services 
and  in  the  past  three  years 
has  hired  90,000  people 
in  low-cost  countries 
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When  Rogerio  Oliveira  strolls  through  the  vast  IBM 
service  delivery  center  in  Hortolandia,  Brazil,  the  contrast 
between  the  old  and  new  IBM  is  stark.  What  was  once  a 
factory  for  mainframes  is  now  crowded  with  hundreds  of 
Brazihans  on  a  different  sort  of  assembly  line .  Their  output 
is  information ,  and  they  sit  in  rows  of  cubicles  that  stretch 
the  length  of  a  football  field  under  a  soaring,  metal  -  trussed 
roof.  A  few  years  ago,  the  factory  work  performed  here  was 
just  for  Brazilian  customers.  Today,  lOO  clients  for  the  fa- 
cility's services,  which  range  from  software  programming 
to  financial  accounting,  come  from  40  countries,  includ- 
ing Canada,  Mexico,  South  Africa,  and  the  U.S. 

Oliveira,  a  35 -year  IBM  veteran  and  general  manager 
for  Latin  America,  stands  at  the  heart  of  IBM's  effort  to 
transform  itself  into  what  it  calls  a  "globally  integrated 
enterprise."  IBM  has  talked  about  its  new  global  vision  for 
two  years.  But  only  recently  have  managers  like  Oliveira 
turned  that  vision  into  a  practical  and  solidly  profitable 
business. 

This  is  not  the  IBM  of  the  20th  century,  when  Big  Blue 
defined  what  it  meant  to  be  a  multinational.  Back  then,  its 
subsidiaries  in  160  countries  behaved  like  mini-IBMs  — 
essentially,  standalone  operations  serving  their  local  cus  - 
tomers.  But  replicating  itself  became  too  costly  for  IBM.  So 
now  the  company  is  reorganizing  around  the  principle  that 
it  will  perform  work  for  customers  where  the  jobs  can  best 
be  done — tapping  the  right  talent  at  the  right  price . 

That  philosophy  has  produced  a  monumental  shift  in 
how  IBM  operates.  In  the  past  three  years,  the  company 
has  hired  some  90,000  people  in  low-cost  countries  in- 
cluding Brazil,  China,  and  India.  These  people,  work- 
ing in  so-called  global  service  delivery  centers,  provide  a 
wide  array  of  services  for  clients.  The  work  goes  beyond 
software  programming  to  include  data  center  operations, 
help-desk  call  centers,  financial  accounting,  and  benefits 
management.  Initially,  cheap  labor  was  the  big  attraction 
of  this  move,  with  pay  in  India  70%  to  80%  lower  than 
in  the  U.S.  But  these  days,  tapping  the  abundant  talent 
pools  —  and  new  ideas — in  emerging  markets  such  as  India 
and  China  is  important  as  well. 

Many  of  those  global  service  employees  report  both 
to  local  supervisors  and  to  managers  thousands  of  miles 
away.  Pressure  is  most  intense  on  those  managers  who  run 
countries  or  regions,  like  Oliveira.  "My  worst  day  was  the 
last  day  of  the  quarter,"  he  says  of  his  job  as  the  Brazil  coun  - 
try  manager,  which  he  held  until  he  was  promoted  in  late 
2007.  "I  was  measured  for  producing  sales  in  Brazil,  and  at 
the  same  time,  I  had  6,000  global  service  delivery  people 
with  a  different  way  of  measuring.  It  was  schizophrenic." 

The  task  may  be  complex,  but  IBM  is  committed  to  it. 
"IBM  is  making  real  some  new  ideas  about  what  it  means  to 
be  global  that  were  just  a  lot  of  talk  before,"  says  Rosabeth 
Moss  Kanter,  professor  at  Harvard  Business  School.  The 
results  are  starting  to  come  in.  You 
can  see  them  most  clearly  in  the  per- 
formance of  IBM's  $50  billion  global 
services  business,  the  focal  point  of 
the  effort,  which  represents  about 


IBM  employs 
hundreds  In 
customer  support 
In  Hortolandia, 
Brazil 
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half  of  IBM  sales.  In  the  third  quarter  of  2007, 
global  services  revenues  grew  14%,  to  $13.7  bil- 
lion, and  pretax  proiit  margins  topped  10.7%,  up 
from  8.2%  three  years  earlier. 

But  there's  still  plenty  of  vi^ork  to  be  done  be- 
fore IBM,  with  375,000  people  on  six  continents, 
is  a  smooth-running  global  machine.  Says  Chief 
Executive  Samuel  J.  Palmisano:  "The  big  issues 
for  us  are:  Where  do  you  put  them?  How  do  you 
retain  them?  How  do  you  develop  them?  How  do 
you  move  work  to  them  or  them  to  work  ? " 

Palmisano  began  this  journey  almost  three 
years  ago.  After  getting  the  top  job  in  2003,  he 
focused  on  innovation  in  high-end  comput- 
ers, chips,  and  software,  and  rapid  expansion  in 
emerging  markets  and  services  such  as  back-office  infor- 
mation processing.  Yet  Palmisano's  rise  coincided  with  that 
of  a  handful  of  aggressive  Indian  tech  services  companies, 
which,  thanks  to  their  low-cost  labor  force,  were  able  to  un- 
dercut IBM's  pricing.  The  result:  Growth  in  services  revenue 
slowed,  and  margins  flattened  out.  IBM  responded  in  2005  by 
slashing  more  than  15,000  jobs  in  high-cost  Western  Europe, 
U.S.,  and  Japan. 

Cost-cutting  alone  wouldn't  do  the  job:  Palmisano  had  to 
transform  how  service  work  was  done.  He  assigned  Robert 
W.  Moffat  Jr.,  51,  a  longtime  IBMer,  to  the  task.  Moffat  had 
already  wrung  $5  biUion  of  annual  costs  out  of  IBM's  manu- 
facturing supply  chain.  For  decades,  IBM  factories  had  fo- 
cused primarily  on  one  product  and  one  geographic  market. 
But  by  2005  they  made  any  number  of  products  for  a  wide 
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range  of  locales,  so  IBM  was  able  to  oper- 
ate fewer  plants  and  keep  them  running  at 
higher  capacity. 

Moffat  figured  that  the  same  approach 
couldbe  taken  with  services.  His  team  sur- 
veyed countries  for  costs,  available  talent,  educational pi^ 
lines,  languages  spoken,  proximity  to  markets,  and  politi 
stability.  They  used  this  information  to  choose  locatiti 
where  IBM  would  serve  clients  anywhere  around  the  wc'( 
Moffat  set  up  finance  and  administration  back -office  cent 
for  example,  in  Bangalore,  Buenos  Aires,  Krakow,  Shang; 
and  Tulsa. 

Some  longtime  IBMers  have  found  it  difficult  to  accept* 
changes.  When  a  bank  in  Spain  asked  IBM  to  provide  fini) 
cial  services  from  two  different  delivery  centers  in  ordd 
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Big  Blue,  with  375,000 
employees  worldwide, 
Used  to  focus  on  developed 
markets.  Now  it's  hiring 
fast  in  emerging  countries, 
where  many  of  the  new 
employees  perform  services 
for  global  clients.  Here's 
a  sampling  of  its  staffing 
levels. 


Data:  BusinessWeek  estimates 
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luce  the  risks  of  a  major  disruption,  the 
5t  thought  of  IBM's  Spanish  staff  was  to 
;  up  a  second  facihty  within  their  country, 
other  executive  pointed  out  that  IBM's 
ice  in  lower-cost  Argentina  could  handle 
;  bank's  tasks.  "Some  people  still  think  of 
jmselves  as  being  in  separate  companies," 
rs  Moffat. 

Vioffat  and  his  colleagues  also  have  used 
!ir  manufacturing  experience  to  keep  track 
IBM's  far-flung  employees.  Just  as  every 
nponent  used  in  an  IBM  computer  is  de- 
ibed  in  detail  on  inventory  and  planning 
:uments,  new  databases  contain  profiles  of 
ployees  that  list  their  capabilities  and  their 
-to-the-minute  availability.  Yet  while  a 
nputer  part  doesn't  change  over  time,  peo - 
do.  So  the  databases  can  be  continuously 
dated  by  employees  and  their  managers  as 
ployees  gain  skills  and  experience. 
3efore,  project  managers  assembled  teams 
gely  made  up  of  people  they  had  worked 
:h.  But  as  IBM  expanded  around  the  globe, 
nagers  found  it  harder  to  pull  teams  to- 
her.  Now  project  managers  post  detailed 
[uests  in  one  of  the  databases  called  Pro- 
sional  Marketplace  that  lists  more  than 
),ooo  employees  along  with  their  skills, 
J  rate,  and  availability.  Other  managers 
mitor  the  database  and  serve  as  match- 
kers  between  jobs  and  people.  The  data- 
;es  have  shaved  20%  from  the  average  time 
akes  to  assemble  a  team  and  have  saved 
A  $500  million  overall. 


CASE  STUDY:  FOR 
L'OREAL,  RECRUITING 
IS  ALL  A  BIG  GAME 


039 


Brazilian  engineer  Fernando  Pinto 
Saliba  had  never  considered  a 
career  in  the  beauty  industry  before 
he  enrolled  at  Coppead  Graduate 
School  of  Business  in  Rio  de 
Janeiro.  But  while  there,  he  saw 
students  flocking  to  play  e-Strat 
Challenge,  an  online  game 
i«^^  sponsored  by  cosmetics  group 

-wjfcp"' "'"  I       +      ■  L'Oreal  that  lets  students  manage  a 

^^S^^  I     ^^^^^  simulated  beauty  products 

^^^^^^      MJ^^^B^aF^        organization.  Saliba  signed  up,  and 
^ViB  «--      ^^^H^  ''^  2005  he  and  two  classmates 

'■  I     "  \        "  won,  beating  2,000  teams  from  1 25 

'      "^f"  countries.  When  L'Oreal  offered  him 

a  job,  he  happily  accepted.  ^ 

Games  such  as  e-Strat  and       ™ 
Brandstorm,  designed  for  marketing 
•"■■''■''■''  students,  give  L'Oreal  a  reputation 

as  a  savvy  recruiter  in  fast-growing  emerging  markets.  In  addition  to  the  games, 
which  attract  more  than  50,000  students  each  year,  the  company  has  bank- 
rolled scholarships  and  endowed  chairs  at  some  200  universities  worldwide. 
And  in  the  crucial  Chinese  market,  a  program  called  Career  Insiders  invited 
1 20  students  last  year  to  visit  L'Oreal's  mainland  facilities  and  meet  company 
managers.  "When  you  visit  universities  in  China,  they  all  know  L'Oreal,"  says 
Denis  Morisset,  a  professor  at  French  B-school  Essec. 

Of  L'Oreal's  four  recruiting  games,  the  most  popular  is  e-Strat,  which  has 
students  make  decisions  on  everything  from  retail  strategy  to  research  and 
development  spending.  As  students  play  online,  a  computer  tracks  their 
decisions  and  awards  points  for  moves  that  increase  their  simulated  company's 
market  value.  After  winning  local  contests,  finalists  travel  to  Paris,  giving  L'Or6al 
executives  a  firsthand  chance  to  see  how  they  perform  under  pressure. 

While  other  multinationals  sponsor  business  games,  none  draws  as  many 
participants  as  does  L'Oreal.  The  games  have  attracted  a  flood  of  players  from 
Asia  and  Latin  America,  two  regions  where  the  $22.6  billion  company  needs 
managers.  Only  4  of  the  10  best  teams  in  e-Strat  and  Brandstorm  were  from 
Europe  last  year,  while  the  rest  came  from  places  such  as  Brazil,  Indonesia,  and 
Turkey.  -Carol  Matlack 


OSS-BORDER  HIRING 

sifting  through  several  personnel  databases  with  sophis- 
ited  software,  IBM's  top  managers  can  quantify  the  skills 
•y  have  on  hand  worldwide  and  compare  them  with  pro- 
tions  of  what  people  they'll  need  in  six  to  nine  months, 
len  they  spot  a  coming  shortfall,  managers  coordinate 
h  colleagues  in  other  countries  to  recruit  or  train  people, 
me  case ,  IBM  managers  in  Phoenix  wanted  to  build  a  team 
Jrazil  to  test  software  for  a  large  U.S.  corporate  client.  After 
[y  put  a  request  on  Professional  Marketplace ,  a  manager  in 
zil  assembled  a  team  in  a  week.  Now  IBM  has  30  software 
ters  working  in  Brazil. 

BM  Brazil  is  a  true  microcosm  of  the  enterprise.  In  five 
irs  the  workforce  has  grown  from  4,000  to  13,000  people, 
ny  of  them  based  in  Hortolandia,  Brazil's  Silicon  Valley, 
)ut  a  90 -minute  drive  from  Sao  Paulo.  Employees  fly  the 
jional  flags  of  their  clients  on  their  cubicles.  Walk  down 
aisles  and  you'll  hear  English,  French,  Portuguese,  and 
mish  spoken.  Salaries  are  about  half  of  what  IBM  pays  in 
U.S.  for  similar  work. 

Vhile  most  of  the  management  team  in  Brazil  is  local,  IBM 
;es  in  people  from  othejr  countries  to  hasten  the  global  in  - 
ration  process.  One  such  "assignee"  is  American  Robert 


Payne,  a  22-year  IBM  executive  who  runs  part  of  the  tech  ser- 
vices organization  in  Brazil.  Payne,  48,  immerses  himself  in 
the  cultures  of  the  countries  where  he's  assigned.  He  learned 
Japanese  for  his  Tokyo  gig.  When  he  arrived  in  Brazil  three 
years  ago,  he  promised  to  conduct  all  of  his  meetings  in  Por- 
tuguese within  nine  months.  And  he  did. 

Yet  at  the  start  Payne  found  that  when  resources  were 
tight,  Brazilians  favored  local  customers,  while  IBMers  from 
other  countries  pushed  for  their  chents.  The  rule  of  thumb, 
Payne  advised  them,  was  to  "think  as  if  you're  the  president 
of  IBM.  What's  best  for  the  company  long-term?"  That  re- 


LINKS 


Temp  Pipeline 

Nike  calls  it  a  "human-capital  supply  chain."  Every  year  the 
shoemaker  hires  some  3,700  temporary  employees— from 
electricians  to  programmers  to  marketers.  And  Nike  has 
tapped  Kelly  Services  to  recruit  and  manage  them,  reports 
Workforce  Management  magazine.  Expect  lots  of  similar 
deals  as  companies  turn  more  often  to  temps  and  contract 
workers,  who  now  make  up  1 2%  of  the  U.S.  labor  pool. 
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Karasick  and  duced  the  conflicts. 

his  software  Payne  and  other  Senior  executives  know 

eveopmen  ^j^^^  operating  globally  requires  a  great 

deal  of  hands  -  on  management .  In  the  old 

days  at  IBM,  projects  often  were  born  and  died  within  a  single 

office  building  in  New  York  State.  These  days,  they're  broken 

into  pieces  and  farmed  out  to  small  teams  worldwide. 

To  understand  how  IBM  choreographs  this  dance,  consid- 
er Lotus  Symphony,  a  package  of  PC  software  applications. 
Work  on  a  new  version  of  Symphony  started  last  July.  Teams 
in  Beijing;  Austin,  Tex.;  Raleigh,  N.C.;  and  Boeblingen,  Ger- 
many, are  all  contributing.  Remarkably,  it's  the  first  time  ever 
that  the  Beijing  team  is  heading  up  a  global  project.  Having  an 
important  role  is  vital  for  attracting  and  keeping  top  Chinese 
programmers. 

TROUBLED  WATERS 

It  didn't  sink  in  with  the  Chinese  that  they  were  actually  in 
charge  until  five  days  after  a  test  version  of  the  product  was 
released.  The  programmers  were  getting  complaints  about 
the  software  from  testers  and  knew  they  needed  to  make  im- 
provements. They  realized  that  they  were  responsible  for  the 
success  or  failure  of  the  product .  "The  team  had  a '  Holy  crap ! ' 
moment.  They  were  just  terrified,"  recalls  Michael  Karasick, 
a  48  -year  -  old  Canadian  who  runs  the  Beijing  lab.  He  and  the 
local  Chinese  managers  calmed  the  programmers  by  setting 
priorities.  The  project  is  now  on  schedule. 

One  of  the  major  challenges  in  this  setup  is  the  difficulty  of 
communicating  by  e-mail  or  even  videoconferencing  when 
programmers  have  never  met  one  another.  Strangers  don't 
readily  share  knowledge.  "A  big  problem  is  trust,"  says  Dirk 
Wittkopp,  director  of  IBM's  Boeblingen  lab.  "It  works  better 
if  you  can  go  out  to  dinner  with  somebody  and  have  a  beer.  But 
we  can't  put  people  on  planes  to  visit  each  other  all  the  time." 

So  Big  Blue  is  trying  to  bridge  the  gap  with  software  that 
borrows  heavily  from  social  networking.  A  new  program 
called  Beehive  is  essentially  a  corporate  version  of  Facebook. 
IBM  employees  create  profiles  and  post  photos,  hst  their  in- 
terests, and  comment  about  company  events  or  happenings 
in  their  private  lives.  Klaus  Rindtorff ,  an  engineer  who  works 


for  Wittkopp,  lists  his  five  favorite  places  to : 

visit,  such  as  Death  Valley,  Calif.,  and  inclucJ 

photos  of  IBM  colleagues  in  Germany,  Italy,  s 

the  U.S.  j 

Another  program,  called  Small  Blue,  is  a  seaiJ 

engine  for  finding  experts  within  the  compai 

The  software  scans  employees'  blogs,  e-m.' 

instant  messages,  and  reports,  then  draws  cc 

elusions  about  each  participant's  skills  and< 

pertise.  When  other  employees  search  by  to 

on  Small  Blue,  the  program  scans  its  findings; 

get  a  list  of  experts.  Currie  Boyle,  an  IBM  cc 

sultant  in  Vancouver,  used  Small  Blue  to  fini 

specialist  for  a  Canadian  client .  His  initial  seaa 

turned  up  people  in  the  U.S.  and  Europe,  whi 

turn  led  him  to  an  IBM  staffer  in  Haifa,  Isri 

who  had  just  the  information  he  needed  to  h 

his  customer. 

Last  month,  IBM  introduced  a  version  of  Small  Blue  calj 
IBM  Atlas  for  sale  to  customers.  The  company  is  positioq 
itself  as  a  helping  hand  to  other  corporations  who  are  t 
ing  similar  paths  to  globalization.  That  puts  extra  press 
on  IBM  to  succeed  as  a  new  sort  of  organization.  If  it  thrlM 
that's  good  marketing.  If  it  stumbles,  that  would  be  a  vi 
poor  advertisement  for  itself.  1  bw  i 
-With  Joshua  Schneyer  in  Hortolandia,  Brazil 


NOKIA'S  NE 
IN  ROMANIil 


By  Jack  Ewing 


The  phonemaker  is 
rushing  to  set  up  shop 
close  to  its  Eastern 


European  customers 


fWW 


The  Transylvanian  sheep  pasture  hadn't  seen  much  act 
since  the  departure  of  the  Roman  whose  ruined  villa  was 
cently  unearthed  nearby.  But  now,  with  handset  maker  Nc 
tearing  up  the  field  to  build  a  factory,  the  modern  worl 
coming  to  this  corner  of  Romania  at  a  speed  that  amazes  e 
John  Guerry,  the  36 -year-old  Texan  in  charge  of  the  pk 
"Every  time  I  come  it  looks  different,"  Guerry  says,  stoop 
to  pet  a  stray  dog  the  workers  have  named  Nokia. 
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iVearing  a  bright  green  safety  vest,  Guerry  leads  visitors 
■OSS  muddy  ground  toward  the  gray,  corrugated  metal  walls 
the  factory.  Less  than  five  months  after  work  began,  the 
nt's  exterior  is  nearly  complete.  Inside,  specialists  have  al- 
dy  installed  a  bank  of  computers  to  track  the  flow  of  phone 
:ts.  In  March  the  factory  outside  the  city  of  Cluj-Napoca 
.1  begin  shipping  handsets  around  Europe  and  Africa. 
slokia  chose  Cluj ,  home  of  a  well  -  regarded  technical  univer- 
^,  in  part  because  of  its  ample  supply  of  engineering  gradu- 
s  willing  to  work  for  less  than  a  quarter  of  what  Western 
ropeans  make.  The  plant  will  come  on  line  shortly  before 
kia  closes  a  factory  in  Bochum,  Germany,  which  Nokia  says 
J  become  too  expensive.  But  low  wages  alone  won't  make 
!  Romania  plant  competitive.  To  ensure  that  Nokia's  $88 
[lion  investment  pays  off,  Guerry  will  import  the  company's 
inted  supply-chain  expertise  to  a  region  hnked  to  the  out- 
e  world  by  a  puny  airport  and  a  bumpy  two  -lane  highway 
it  snakes  through  the  nearby  Carpathian  Mountains, 
^is  challenge  is  to  teach  local  workers  to  be  as  productive 
i  exacting  about  quality  as  their  counterparts  in  Brazil, 
ina,  and  India.  And  he  has  to  know  enough  about  Roma- 
in  culture  to  create  a  workplace  where  skilled  employees 
J  want  to  stick  around.  Other  multinationals  such  as  St. 
Liis  -based  Emerson  are  also  building  factories  in  the  region, 
there  is  sure  to  be  competition  for  the  best  people . 
iut  if  it  all  works,  Nokia  will  extend  its  dominance  of  the 
global  handset  market.  The  company 
had  338%  global  share  in  the  third 
quarter  of  2007,  vs.  14.5%  for  No.  2 
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Samsung.  Part  of  that  commanding  position,  Nokia  manag- 
ers maintain,  stems  from  the  company's  strategy  of  manu- 
facturing closer  to  customers.  Competitors  such  as  Motorola 
make  most  of  their  handsets  in  Asia— a  disadvantage,  Nokia 
believes.  "When  Motorola  can't  react  as  quickly  as  we  can, 
we  gain  market  share,"  says  Guerry,  who  earlier  in  his  career 
managed  a  Motorola  plant  in  Texas. 

QUEUING  UP  AT  6  A.M. 

Finding  willing  workers  for  the  new  factory  won't  be  a  prob- 
lem. Cluj,  a  city  of  400, 000,  is  still  emerging  from  the  poverty 
left  behind  by  one  of  Eastern  Europe's  most  repressive  com- 
munist dictatorships.  Sparkling  dealerships  offer  BMWs  and 
Audis  to  the  newly  rich,  but  on  the  streets,  forlorn -looking 
young  men  peddle  homemade  wooden  coat  hangers.  Al- 
though official  unemployment  was  3 . 1%  in  November,  many 
people  earn  as  little  as  $180  per  month  at  local  enterprises. 
They  are  eager  to  work  for  a  multinational  offering  chances 
for  training  and  advancement. 

In  fact,  citizens  are  nearly  euphoric  at  the 
prospect  of  joining  the  planet's  biggest  maker 
of  handsets.  "Everybody  has  been  asking 
me : '  Do  you  have  any  contacts  ?  Do  you  know 
where  to  apply?' "  says  Bettina  Binder,  a  27- 
year-old  regional  manager  for  a  cosmetics 
retailer  in  Cluj.  At  a  Nokia-sponsored  job 
fair  in  June,  hopefuls  from  across  Romania 
began  queuing  at  6  a.m.  Eventually  8,000 
applicants  showed  up,  twice  what  Nokia  ex- 
pected and  far  more  than  it  will  ever  employ. 
Early  on,  Nokia  expects  to  hire  about  500 
people ,  a  number  that  will  gradually  increase 
to  3,500  by  the  end  of  2009. 

Still,  foreign  companies  in  other  emerging 
markets  such  as  China  and  India  have  learned 
that  finding  and  retaining  skilled  workerss 
isn't  easy.  Wages  rise  quickly,  and  workers 
don't  hesitate  to  sell  new  expertise  to  a  high- 
er bidder.  One  reason  Nokia  is  setting  up  in 
Cluj  is  that  its  facility  in  Komarom,  Hungary, 
has  already  tapped  out  the  local  workforce. 
Topflight  managers  are  especially  scarce 
throughout  the  developing  world.  Nokia 
won't  say  what  it  will  pay  workers  in  Cluj ,  ex- 
cept that  wages  will  be  competitive  with  the 
region's  average  of  about  $450  a  month. 

Nokia  hopes  to  hang  on  to  its  workers  with 
perks  that  people  in  richer  countries  might 
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envy.  The  factory  will  have  a  cafeteria  with  free  food,  a  gym, 
playing  fields,  and— because  Nokia  is,  after  all,  Finnish— a 
sauna.  "The  plant  will  be  a  place  where  people  enjoy  work- 
ing," says  Guerry.  Nokia  also  offers  international  opportuni- 
ties not  available  from  Romanian  companies.  The  crew  setting 
up  the  Cluj  plant,  for  instance,  includes  workers  from  Brazil, 
Hungary,  India,  and  Poland.  In  a  show  of  respect  to  local  cul- 
ture, Guerry  is  requiring  foreign  staffers  to  study  Romanian. 
Nokia  plans  to  turn  the  plant  over  to  local  managers  within 
four  years. 

ALL  IN  THE  SAME  BONUS  BOAT 

But  even  as  Guerry  fits  the  plant  into  the  Cluj  environment, 
he  has  to  make  sure  the  factory  fully  exploits  the  worldwide 
knowhow  that  has  strengthened  Nokia.  One  way  the  com- 
pany does  that  is  by  giving  factory  chiefs  financial  incentives 
to  help  each  other  rather  than  competing  and  hoarding  infor- 
mation. Bonuses  for  Guerry  and  his  peers  at  Nokia's  lo  other 
factories  around  the  world  are  tied  to  the  performance  of  the 
overall  manufacturing  operation.  If  one  plant  isn't  operating 
at  top  efficiency,  all  the  managers  feel  it  in  their  paychecks. 
That's  unusual  in  a  business  where  executives  are  typically  re  - 
warded  only  for  the  performance  of  their  own  factories,  says 
Kevin  O'Marah,  chief  strategy  officer  of  Boston  supply-chain 
specialists  AMR  Research.  "Nokia's  collective  compensation 
plan  is  incredibly  smart,"  he  says. 

Maximum  productivity  is  everything  in  the  mobile  phone 
business.  Growth  is  coming  from  emerging  markets,  where 
many  customers  live  on  just  a  few  dollars  a  day  and  can't  af- 
ford to  spend  a  lot  on  a  phone .  Nokia  reported  a  profit  margin 
of  22.6%  on  handsets  in  the  third  quarter  even  as  the  cost  of 
entry-level  models  fell  below  $40.  To  hit  numbers  hke  that, 
Nokia  pays  attention  to  every  detail  on  the  assembly  line .  One 
thing  Guerry  learned  while  visiting  a  Nokia  plant  in  India,  for 
example,  is  that  the  factory  is  more  efficient  if  operators  stand 
between  two  lines,  allowing  them  to  service  both  at  once. 
"When  you're  making  12  phones  a  second,  a  minor  thing  can 
make  a  huge  difference,"  Guerry  says. 

One  of  his  biggest  worries  is  getting  supplies  into  Cluj 
smoothly.  The  city's  connections  to  the  outside  world  are 
primitive  by  European  standards.  Business -friendly  officials 
are  trying  to  help.  The  runway  at  Cluj's  tiny  airport  is  being 
lengthened  to  accommodate  jumbo  jets  for  delivery  of  com- 
ponents from  Asia  and  other  locations.  And  near  Cluj,  U.S. 
construction  giant  Bechtel  is  building  the  Transylvania  Mo- 
torway, a  $3.2  billion,  four-lane  road  that  will  cut  travel  time 
to  Hungary  in  half  by  2011.  Although  it  will  be  more  costly  to 
operate  in  Cluj  before  the  region  gets  its  infrastructure  up- 
grade, Nokia  wanted  first  crack  at  the  best  workers. 

The  local  government  also  donated  land  for  the  factory  and 
is  building  amenities  such  as  a  commuter  rail  station.  So  be- 
sides overseeing  the  plant,  Guerry  serves  as  a  good-will  am- 
bassador to  the  town.  In  late  December  he  sat  in  a  temporary 
office  signing  Christmas  cards  to  local  dignitaries,  which  he 
later  delivered  to  City  Hall— proof  that  operating  comfort- 
ably in  a  strange  culture  is  almost  as  important  for  a  manager 
as,  say,  mastering  logistics  software.  "You  either  get  that,"  he 
says,  "or  you  don't  stay  very  long."  1 BW 1 
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By  Jena  McGregor 

Global  hiring  means  getting  a  handle  i 
on  how  different  cultures  view 
salaries,  taxes,  and  benefits 


Brazilian  supermodel  Gisele  Biindchen  may  be  able  t 
decide,  as  she  did  recently,  that  she  would  rather  be  pai^ 
in  euros  than  once-mighty  dollars.  But  for  most  me 
mortals  toiling  away  in  cubicles  around  the  globe,  p 
and  benefits  are  a  decidedly  local  affair.  In  Latin  Americ 
for  instance,  past  financial  crises  mean  employees  areri 
much  interested  in  deferred  compensation  plans  such  3 
40i(k)s,  which  are  common  in  the  U.S.  Why  be  rewardd 
in  stocks  and  bonds  that  could  collapse  ? 

As  expat  packages  decline  and  global  growth  requini 
attracting  local  talent,  employers  that  ignore  local  quirlr 
do  so  at  their  own  risk.  Peter  D.  Acker,  a  global  rewarcr 
consultant  for  Hewitt  Associates,  reports  that  he  se« 
companies  extend  their  stock- option  plans  around  th 
world,  thinking  everyone  will  love  them.  But  local  t.'i 
treatments  for  such  options  mean  that's  often  not  the  casi 
Other  companies,  he  says,  have  rolled  out  bonus  plans 
China  that  focus  on  individual  performance,  only  to  fin 
that  rewarding  group  achievements  might  have  beem 
better  cultural  fit. 

Using  data  from  benefits  consulting  firm  Mercer,  v 
compiled  snapshots  of  pay  and  perks  in  lo  countries,  ii 
eluding  benefits  ranging  from  company-owned  ski  chiij 
lets  in  France  to  bodyguards  and  bulletproof  cars  for  t(ti 
executives  in  Brazil: 


INDIA 

Cost-of-living  rank  (Bangalore):  134 
Salary,  head  of  sales  &  marketing:  $56,171 
Salary,  data-entry  operator:  $1,013 
Projected  average  pay  increase  for  2008: 14.1% 
Days  off:  31 

^L-       Local  perk:  CEOs  might  grumble  about  rising 
CClL      health-care  costs  for  U.S.  workers.  But  at  least 
^^D'  w  they  don't  have  to  pay  for  employees'  aging 
parents,  which  is  common  for  companies  operating  in 
India.  Rosaline  Chow  Koo,  Mercer's  head  of  health  and 
benefits  consulting  in  Asia,  says  this  is  one  reason  health- 
care spending  is  rising  swiftly:  "It's  growing  so  much  faster 
than  wages  that  it's  become  a  hot  issue." 
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ONG  KONG 

ost-of-living  rank:  5 

alary,  head  of  sales  &  marketing:  $149,905 
alary,  data-entry  operator:  $16,139 
'OJected  average  pay  increase  for  2008:  3.8% 
ays  off:  26 

/      Local  perk:  In  recent  years,  Hong  Kong  workers  fiave 
/^    been  asking  for  traditional  Cfiinese  medicine 

coverage  as  a  supplement  to  regular  fiealtfi 
surance.  Tfie  plans,  wtiicfi  cover  everything  from  herbal 
erapies  to  fees  for  Chinese  medicine  practitioners,  are 
fered  by  55%  of  employers,  says  Mercer's  Chow  Koo. 

HILIPPINES 

ost-of-living  rank  (Manila):  137 

alary,  head  of  sales  &  marketing:  $95,286 

alary,  data-entry  operator:  $6,829 

■ejected  average  pay  increase  for  2008:  7.4% 

ays  off:  19 

1^  Local  perk:  For  years,  many  Filipinos  received  bags  of 

Brice  as  a  benefit.  Employers  later  converted  the  sacks  to 
"rice  allowances"  paid  in  cash  and  now  offer  "flex" 
ickages,  where  less  tradition-minded  workers  can 
[Change  the  cash  for  perks  such  as  free  mobile  phones. 

HINA 

ost-of-living  rank  (Shanghai):  26 

alary,  head  of  sales  &  marketing:  $92,402 

alary,  data-entry  operator:  $4,034 

ejected  average  pay  increase  for  2008:  7.5% 

ays  off:  23 

J/t^      Local  perk:  Companies  operating  in  China  are 

Ol^r  required  by  the  government  to  chip  into  a  housing 

I^H    fund  that's  available  to  their  Chinese  employees, 

ho  also  make  contributions.  When  employees  are  ready  to 

jy  a  home,  they  can  draw  from  the  funds  to  help.  About 

)%  of  multinationals  currently  chip  in  more  to  the  housing 

nd  than  required,  according  to  Mercer. 

(PAN 

ost-of-living  rank  (Tokyo):  4 

alary,  head  of  sales  &  marketing:  $148,899 

alary,  data-entry  operator:  $30,933 

ojected  average  pay  increase  for  2008:  2.5% 

ays  off:  35 

^W  Local  perk:  Japanese  workers  often  receive  "family 

BB    allowances"  {kazoku  teiate)  on  top  of  their  pay  from 

!■       employers,  depending  on  the  size  of  their  family. 

emming  from  the  country's  tradition  of  lifetime  employ- 

ent,  the  stipends  are  most  prevalent  among  native 

nmpanies  and  range  from  about  $100  to  $300  a  month. 

3me  employers  have  been  recasting  them  as  incentives 

r  workers  to  have  kids  in  order  to  combat  Japan's 

isclining  birthrate. 

EXICO 

Dst-of-living  rank  (Mexico  City):  104 
ilary,  head  of  sales  &  marketing:  $163,591 
ilary,  data-entry  operator:  $11,017 
ojected  average  pay  increase  for  2008: 4.8% 
jys  off:  23 

n       Local  perk:  Some  companies  having  difficulty  luring 
SI   qualified  expats  to  polluted  Mexico  City  offer 
1^4  "pollution-escape  trips,"  or  all-expenses-paid 
jtaways  to  the  Pacific  or  Gulf  coasts.  One  local  holiday 
irk:  Mother's  Day  is  on  a  weekday,  and  employees  get  a 
y  or  a  half-day  off  to  take  Mom  out  to  lunch,  prompting 
issive  traffic  snarls. 


BRAZIL 

Cost-of-living  rank  (Rio  de  Janeiro):  64 
Salary,  head  of  sales  &  marketing:  $208,691 
Salary,  data-entry  operator:  $11,829 
Projected  average  pay  increase  for  2008:  5.0% 
Days  off:  40 

^S^  Local  perk:  It's  more  of  an  essential  safety 
/^Ha  precaution  than  a  perk,  but  to  foil  kidnappers,  top 
^^^  executives  in  Brazil  are  chauffeured  in  bulletproof 
cars  and  followed  by  bodyguards.  (This  benefit  also  shows 
up  in  Mexico.)  "It's  kind  of  a  strange  way  to  think  about  it," 
says  Hewitt's  Acker.  "But  if  your  executive  is  kidnapped  for  a 
month,  your  business  really  suffers." 

U.S. 

Cost-of-living  rank  (New  York):  15 
Salary,  head  of  sales  &  marketing:  $229,300 
Salary,  data-entry  operator:  $35,400 
Projected  average  pay  increase  for  2008:  3.7% 
Days  off:  25 

$  Local  perk:  To  get  a  handle  on  those  fat  pay  packages, 
U.S.  CEOs  commonly  receive  financial-planning 
benefits— averaging  about  $20,000  a  year,  reports 
executive  pay  consultants  Pearl  Meyer  &  Partners.  The 
money  helps  pay  their  cadre  of  accountants,  estate  lawyers, 
and  financial  planners.  The  benefit  is  much  rarer  elsewhere. 
And  unique  to  the  U.S.'s  litigious  society,  Mercer  says,  are 
group  or  prepaid  legal  services,  which  some  companies  offer 
employees.  As  with  group  health  insurance,  employees  pay 
premiums  to  get  free  or  discounted  access  to  attorneys  for 
needs  such  as  wills,  adoptions,  or  real  estate  transactions. 

RUSSIA 

Cost-of-living  rank  (Moscow):  1 

Salary,  head  of  sales  &  marketing:  $117,135 

Salary,  data-entry  operator:  $10,325 

Projected  average  pay  increase  for  2008: 10.2% 

Days  off:  39 

Local  perk:  Company-sponsored  mortgages 
are  seen  as  an  attractive  perk  in  Russia,  where 
consumers  have  traditionally  had  less  access 

to  credit  and  where  the  cost  of  living  is  high.  Companies  who 

offer  this  perk  secure  the  loans,  says  Hewitt's  Acker,  and  in 

some  cases,  help  employees  pay  more  favorable  rates. 

Corporate  help  for  loans  occurs  in  other  emerging  markets, 

such  as  India  and  Brazil. 

FRANCE 

Cost-of-living  rank  (Paris):  13 
Salary,  head  of  sales  &  marketing:  $188,771 
Salary,  data-entry  operator:  $28,857 
Projected  average  pay  increase  for  2008:  3.0% 
Days  off:  40 

'9i\K    Local  perk:  As  if  the  high  number  of  days  off  were 
/;     not  enough,  some  French  employers  offer  the  use  of 
-^""""'  company-owned  ski  chalets  and  beach  houses  to 
employees  for  a  nominal  fee.  Such  perks  are  also  occasion- 
ally seen  in  Germany,  says  Charles  Nelson,  who  leads 
Mercer's  health  and  benefits  practice  in  Britain  and  Ireland. 

Data:  Data  are  prouided  by  Mercer,  except  where  noted.  Cost-of-living  rank  is 
based  on  Mercer's  2007  survey  of  the  comparative  cost  of  cities  for  expatri- 
ates. Salaries  represent  midpoint  annual  base  salaries,  using  exchange  rates 
from  local  currencies  to  U.S.  dollars  on  Jan.  14.  Days  off  combine  minimum 
vacation  days  required  by  law  and  public  or  nationally  recognized  holidays  for 
employees  working  five  days  a  week  after  10  years'  service.  China  and  the 
U.S.  do  not  mandate  vacation  days  nationally,  but  1 5  days  is  common  in  the 
U.S.  for  employees  with  10  years  of  service  and  1 2  days  is  average  in  China, 
though  numbers  vary  from  city  to  city.  Mercer  notes  that  in  Mexico,  many  com- 
panies supplement  required  public  holidays  with  an  additional  4  to  6  days. 
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PEOPLE 
MOVERS 


By  Michael  Orey  —  — ■ 

Dispatching  workers  around  the 
globe  is  more  than  HR  can  handle 
So  a  new  industry  has  sprung  up 


Last  year  as  engineers,  technicians,  and  others  worked  to 
get  an  Intel  chip  plant  in  Israel  up  and  running,  the  company 
called  in  another,  equally  important  group:  immigration  spe  - 
cialists.  About  800  Israehs  had  to  visit  Intel  factories  in  Ari- 
zona and  Oregon  to  learn  the  ropes,  so  Intel  began  planning 
their  travel  months  in  advance,  even  visiting  the  U.S.  Consul- 
ate in  Tel  Aviv  to  explain  the  need  for  so  many  visas.  "We  want 
to  make  sure  we're  in  100%  compliance,"  says  Margie  Jones, 
U.S.  immigration  manager  for  Intel,  one  of  a  dozen  people  at 
the  company  working  full-time  on  such  issues. 

One  of  the  thorniest  tasks  of  managing  a  global  workforce 
involves  logistics:  ensuring  that  the  right  employees  are  in  the 
right  place  at  the  right  time.  But  as  governments  get  tougher 
on  immigration,  it's  harder  than  ever  to  move  people  where 
they're  needed.  "This  isn't  something  you  just  leave  to  the 
human  resources  people  in  each  country,"  says  Lynn  Shotwell, 
executive  director  of  the  American  Council  of  International 
Personnel.  "You  need  to  be  much  more  strategic." 

To  do  this,  companies  are  turning  to  a  coterie  of  outside 
firms.  The  biggest  may  be  U.S. -based  Fragomen,  Del  Rey, 


LINKS 


Where's  the  Talent? 

As  tough  as  it  is  to  find  workers  in  the  service  sector,  it  may 
?ooii  be  even  harder  to  attract  and  retain  skilled  graduates 
in  mariufactunng.  That's  one  conclusion  from  "Mapping 
Global  Talent"  a  report  by  executive  search  firm  Heidrick  & 
Struggles  (heid'ick.com)  and  the  Economist  Intelligence 
Unit.  A  cunch  is  threatening  in  aerospace  and  defense, 
vi/here  a  quaile-  o'  employed  engineers  in  the  U.S.  and 
Europe  will  be  eligible  for  retirement  this  year.  If  visa 
requirements  remain  tight,  companies  may  face  a  shortage 
of  workers  and  be  forced  to  locate  new  operations  in 
faster-growing  emerging  economies. 


Bernsen  &  Lowey,  which  has  32  offices  around  the  globe ; 
employs  some  1,200  attorneys  and  staffers.  Littler  Gloli 
part  of  national  employment  law  firm  Littler  Mendelson, 
emerged  as  another  big  player,  and  accounting  and  consult' 
firms  such  as  Deloitte  and  KPMG  also  have  practices.  Th 
companies  arrange  visas,  monitor  the  immigration  statu 
customers'  employees,  and  even  keep  teams  on  call  24/ 
case  clients  run  into  trouble  at  the  border. 

Fragomen  and  Littler  say  about  80%  of  their  work  entu 
getting  foreigners  into  the  U.S.,  a  process  that  can  be  fuLi 
frustration.  UBS,  for  instance,  tells  of  efforts  to  hire  a  fix?! 
income  expert  away  from  Lehman  Brothers  in  New  Yorklj 
its  own  U.S.  operations.  UBS  had  to  park  the  British  natici 
in  London  until  a  new  visa  could  be  arranged.  "He  ended, 
leaving  before  we  could  even  transfer  him  back,"  says  alt 
staffer.  "That's  the  worst  thi'ng  about  this." 

Getting  employees  into  other  countries  can  be  just  as  1 1 
Some  nations  require  AIDS  tests  and  registration  withlci 
police,  and  regulations  are  often  apphed  capriciously.  I| 
summer  an  American  client  of  Littler  wanted  to  post  set 
Indian  IT  professionals  temporarily  to  Romania,  somethir  I 
had  done  before.  But  Littler  staffers  were  told  the  applicat  1 
couldn't  be  processed  because  rules  were  being  revampec  1 
took  four  weeks  to  resolve.  "The  cost  to  the  client,"  says  Lit  i 
attorney  Belkis  Muldoon,  "can be  tremendous."  1 BW 1 
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likiran's  parents  took  the  safe  route.  In  post -colonial 
lia,  even  though  they  had  college  degrees,  they  chose  low- 
ing but  secure  government  jobs.  Today,  they  live  with  their 
ee  sons  in  a  modest  concrete  house  in  a  working-class 
tion  of  Bangalore.  While  colorful  paintings  of  Hindu  gods 
)rn  their  walls,  the  furniture  is  mostly  plastic  chairs  and 
el  cots.  For  Ravikiran  M.S.,  their  eldest  son,  security  and 
bility  simply  aren't  enough.  The  24 -year- old  programmer 
rimming  with  ambition.  He  rides  a  motorbike  to  work  and 
5es  to  buy  a  car.  And  he  expects  quick  promotions,  dream- 
of  becoming  a  CEO.  "I  want  the  posh  life,"  he  declares, 
lavikiran  is  typical  of  India's  in-a-hurry  younger  gen- 
tion.  With  the  tech-services  boom,  the  country's  college 
jds  are  coming  of  age  in  a  time  of  economic  optimism,  and 
ike  their  parents  and  grandparents,  this  group  has  vibrant 
prospects  and  high  hopes.  The  challenge  for  companies  is 


to  harness  their  energy  while  reining  in  in-      MindTree  HR 
flated  expectations.  If  these  young  people      '^'^'^*  ■'^*''  (center) 

feel  they're  being  short-changed  in  terms      [e^^'^P^d  'he 

->  °  '='  tech  outfit  s 

of  either  salary  or  advancement,  the  best      initiation  process 
and  brightest  will  find  work  elsewhere ,  shift 
careers,  or  leave  the  country.  "It's  a  very  different  generation," 
says  S.  Gopalakrishnan,  chief  executive  of  Indian  tech  giant 
Infosys  Technologies.  "They  want  immediate  rewards." 

PROVING  GROUND 

This  pattern  will  be  repeated  in  other  emerging  nations  as 
prosperity  spreads.  So  India  is  becoming  a  proving  ground 
for  managing  the  global  workforce,  with  companies  de- 
veloping new  schemes  to  keep  the  younger  generation  en- 
gaged. The  likes  of  MindTree  Consulting,  Infosys,  and  IBM 
have  revamped  their  orientation  programs  to  better  engage 
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young  people,  tapped  men  and  women  under 
30  to  serve  on  management  committees, 
and  launched  mini -MBA  programs  for  eager 
young  managers . "  India  is  going  to  be  a  lab  for 
lessons  that  we'll  apply  to  other  countries," 
says  Lyndon  Rego,  manager  of  innovation  at 
the  Center  for  Creative  Leadership  in  Greens- 
boro, N.C.,  which  develops  leadership  train- 
ing programs  in  emerging  markets. 

The  challenge  for  companies  is  to  address 
both  the  desires  and  frustrations  of  the  young  - 
er  generation.  These  become  abundantly  evi- 
dent in  the  cafes  and  bars  of  Bangalore .  As  the 
city  has  developed  into  India's  Silicon  Valley, 
it  also  has  become  the  country's  bar-hopping 
capital.  "We  need  capitalism  with  a  human 
face,"  says  P.B.Devaiah,  a  20 -year-old  indus- 
trial engineering  major  at  a  local  college.  Sit- 
ting with  friends  at  Java  C  ity,  a  crowded  coffee 
shop,  he  complains  that  much  of  the  program- 
ming in  India  is  the  equivalent  of  sweatshop 
labor,  where  new  hires  are  expected  to  spend 
as  much  as  12  hours  a  day  writing  code.  "We're 
being  used  as  machines,"  Devaiah  says. 

When  the  conversation  turns  to  social  is- 
sues, India's  young  people  are  likely  to  erupt 
in  grousing  about  arranged  marriage ,  the  caste 
system,  and  interactions  with  Westerners — all 
of  which  should  concern  employers.  Caste  at  - 
titudes,  for  instance,  clash  with  merit-based 
corporate  values,  and  young  techies  some- 
times feel  they're  treated  poorly  by  American 
and  European  clients.  "We're  not  Martians. 
We're  human  beings,"  says  a  young  woman 
engineer  at  a  Bangalore  tech  firm. 

One  of  the  biggest  concerns  is  the  changing 
role  of  women.  The  tech  industry  was  once  al  - 
most  exclusively  male,  but  by  last  year  about 
35%  of  employees  were  women.  Nasscom,  the 
software  industry  trade  group,  says  that  will 
rise  to  45%  by  2010.  The  rise  of  women  in  tech 
has  taken  companies  by  surprise,  and  they're 
scrambling  to  react .  At  software  and  research  outfit  MindTree , 
for  instance,  40%  of  new  hires  last  fall  were  female ,  compared 
with  just  23%  of  the  company's  overall  workforce  of  5,500. 
And  these  young  women  tend  to  be  more  outspoken  than  their 
male  counterparts.  At  MindTree,  a  council  run  by  a  top  female 
scientist  now  addresses  gender  issues. 

"THEY  HAVE  TO  LEARN  TO  ADJUST" 

Veena  Parashuram  is  one  of  this  new  generation  of  Indian 
women.  The  26-year-old  engineer  grew  up  in  a  village  so 
primitive  that  she  never  used  a  spoon,  fork,  or  napkin  until 
she  went  away  to  boarding  school  at  age  10.  When  a  teacher 
told  her  girls  could  become  anything  they  wanted,  "my  mind 
opened  up,"  she  says.  Although  her  parents  wanted  her  to 
submit  to  an  arranged  marriage  and  settle  in  their  village,  she 
went  to  engineering  school  in  Bangalore  and  the  Netherlands, 


CASE  STUDY:  TO  ADAPT, 
ITT  LETS  GO  OF 
UNPOPULAR  RATINGS 


V\/hy  was  turnover  so  high?  That's 
what  ITT  China  President  William  E 
Taylor  wanted  to  know  when  he 
visited  the  Shanghai  sales  office 
three  years  ago.  The  local  manager 
had  a  simple  answer  for  Taylor,  then 
head  of  ITT's  industrial  products 
division.  If  the  sales  boss  gave 
workers  an  average  "3"  on  the  1  -5 
performance  scale,  they'd  stop 
talking  to  him  and  in  some  cases, 
quit  shortly  after.  "They're  losing 
face  in  the  organization,"  the 
manager  lamented.  "It  would  be 
great  if  we  could  do  something 
about  the  scores." 

It  was  comments  like  that, 
popping  up  around  the  globe,  that 
helped  ITT  ultimately  make  the 
radical  decision  to  ditch  perfor- 
mance ratings  altogether.  In  southern  Europe,  the  focus  on  individual  perfor- 
mance didn't  sit  well  with  the  region's  more  "collective  ethos,"  says  James 
Durcan,  director  of  ITT's  talent  development.  And  in  Scandinavia,  where  there's 
more  of  "a  sense  of  equality  between  bosses  and  workers,"  says  Durcan,  some 
workers  asked,  "What  gives  you  the  right  to  rate  me  a  3?" 

The  decision  to  drop  the  ratings  was  made  by  a  global  team  of  human 
resources  managers  three  years  ago  when  they  met  to  consolidate  the 
manufacturer  and  defense  contractor's  performance  systems.  Although  ITT  wa< 
by  then  a  vestige  of  its  once-sprawling  conglomerate  self,  it  still  had  up  to  1 5 
different  evaluation  programs  globally.  While  the  move  was  highly  unusual- 
some  90%  of  companies  rate  or  label  worker  performance,  according  to  huma; 
resources  consultancy  Hewitt  Associates— it's  a  sign  of  how  creative  compa- 
nies are  becoming  to  manage  a  global  workforce.  Multinationals  that  expect 
their  rank-and-yank  reviews  to  play  as  well  in  Beijing  as  they  do  in  Boston  may  i 
learn  from  ITT's  move.  "[ITT]  picked  up  on  the  cultural  sensitivities  and  were 
willing  to  reduce  their  Western  assumptions,"  says  Roselinde  Torres,  a  Boston  1 
Consulting  Group  partner  who  has  worked  with  ITT,  though  not  on  its  perfor- 
mance systems. 

Most  employees  have  cheered  the  changes,  which  still  require  a  detailed 
evaluation.  And  in  one  of  ITT's  plants  in  Shenyang,  China,  the  new  system  has  , 
helped  to  halve  the  plant's  attrition  rate.  The  only  place  that  hasn't  fully  cottone* 
to  the  changes  is  the  U.S.,  where  a  few  metrics-loving  engineers  in  the  defens^ 
business  remain  attached  to  the  old  rankings.  Still,  most  have  come  around, 
says  Durcan.  "It's  not  just  about  Asia  or  Europe,"  he  says.  No  matter  what 
culture  you're  from,  everyone  "likes  the  fact  that  they're  treated  like  an  adult  in 
this  discussion."  -Jena  McGregor 


where  she  met  a  German  man.  The  couple  married  to  ease 
difficulties  of  getting  work  permits,  but  Parashuram  says  " 
concept  of  marriage  is  pretty  weird."  While  she's  plannir 
traditional  Indian  wedding,  she  says,  she  doesn't  "like  to  f 
low  rules  that  were  set  down  hundreds  of  years  ago." 

Companies  are  starting  to  coddle  this  new  generation  fr 
Day  One ,  helping  to  smooth  the  transition  between  school ; 
work.  MindTree,  for  instance,  revamped  its  initiation  proc 
because  young  hires  f  elt "  they  got  lost  in  a  sea  of  people ,"  s 
HR  chief  Puneet  Jetli.  Under  the  new  program,  called  Orchc 
each  new  hire  is  placed  in  one  of  three  groups  called  "hous 
and  assigned  to  a  manager  called  a  PAL,  or 
"parent ,  anchor,  and  leader."  The  company  Ravikiran's 
redesigned  an  entire  floor  of  a  Bangalore      ''.^^f "  ^  ^'^. 

"  °  civil  servants.  / 

building  to  give  each  house  an  assembly  24,  he's  piottin 
space,  lockers,  and  classrooms.  On  a  recent      career  moves 


Ui 
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visit,  a  small  group  clustered  around  a  young  man  strumming 
a  guitar  and  singing  Hotel  California.  The  houses  begin  and 
end  their  days  in  these  rooms  with  meetings  and  the  occa- 
sional Q&A  with  a  top  MindTree  executive.  "The  senior  peo- 
ple at  MindTree  are  very  caring,"  says  Deepthi  R.  Halbhavi,  a 
young  woman  who  completed  the  eight  -week  induction  pro  - 
gram  last  fall.  "They  treat  us  like  we're  their  children." 

Still,  there  are  plenty  of  tensions  between  companies  and 
young  employees.  Many  Indian  engineers  are  fascinated  with 
cutting-edge  technologies,  yet  much  of  the  work  for  clients 
calls  for  tried  -  and  -  true  techniques .  And  while  young  people 
are  eager  to  get  promotions  and  overseas  assignments,  there 
are  practical  limits  to  how  quickly  they  can  advance.  "They 
have  to  learn  to  adjust,"  says  T.V.  Mohandas  Pai,  director  of 
human  resources  at  Infosys.  "It's  almost  like  growing  up." 

It's  also  a  two-way  street.  Infosys  executives  understand 
that  they  can't  simply  empathize  with  their  young  employees, 
but  must  also  learn  from  them.  So  Infosys  set  up  something 
called  the  Voice  of  Youth  Council:  a  dozen  people  under  30 
who  sit  on  the  executive  management  committee,  which  deals 
with  business  strategy  and  HR  policies.  The  youth  contingent 
was  instrumental  in  establishing  a  program  for  spotting  and 
nurturing  innovation.  Being  in  the  group  is  "very  empower- 
ing," says  Bela  Gupta,  24,  the  council's  youngest  member. 

While  not  every  ambitious  young  Indian  will  sit  on  a  man- 
agement council  or  become  a  boss,  there's  huge  pressure  on 
companies  to  identify  and  train  those  with  leadership  po- 
tential. Facing  a  shortage  of  competent  managers,  IBM  last 
year  devised  an  in-house  mini-MBA,  called  ProPel,  aimed  at 
keeping  hungry  recruits  on  board  and  giving  them  the  train- 
ing they  need  to  oversee  a  growing  staff.  The  program  con- 
sists of  testing,  seminars,  on-the-job  training,  databases  for 
sharing  the  tricks  of  the  trade,  and  e-mail  quizzes  about  the 
appropriate  response  to  workplace  problems. 

The  program  might  be  a  good  match  for  the  likes  of  Ravi- 
kiran,  the  Bangalore  programmer  who  wants  a  "posh  life"  as 
an  executive.  He  got  a  master's  degree  in  computer  applica- 
tions before  going  to  work  a  year  ago  at  software  shop  Torry 
Harris  Business  Solutions.  When  Ravikiran's  father  landed  a 
job  in  the  government  engineering  office,  he  stuck  around  for 
37  years.  Ravikiran,  by  contrast,  is  already  plotting  his  next 
career  move.  "I  don't  want  to  be  lost  in  the  crowd,"  he  vows. 
"  I  envision  a  path ,  and  I  go  for  it ."  1 B w  1 


LINKS 


Nerd  Herding 

What's  the  key  to  wooing  software  geeks  in  developing 
coL^i.i. :■•?'?''■  "Harnessing  the  Global  N-Gen  Talent  Pool,"  a 
July  report  by  Toronto  consultancy  New  Paradigm  Learning 
(newparadignn.com),  recommends  managers  find  out 
whel^lnr  pay  or  location  is  more  important  to  far-flung 
employees.  Example:  In  India,  young  workers  often  want  to 
stay  close  to  moTi  and  dad,  so  companies  should  locate  in 
smaller  cities  and  offer  benefits  to  extended  family  members. 
That  may  cost  less  than  competing  for  talent  in  larger 
locales— and  make  for  more  loyal  workers. 


t 


IT'S  ALL  ABi 
THE  FACE-T 


By  Tom  Lowry  and  Frederik  Balfour 

There  is  still  no  substitute  for 
personal  interaction,  and  these  road 
warriors  go  to  great  lengths  to  get  it 


Some  road  warriors  fly  commercial.  Others  take  the  cc 
porate  jet.  Some  pack  their  own  bags.  Others  keep  compl 
wardrobes  in  major  cities.  Some  work  through  the  entire  pk 
ride.  Others  sleep.  But  if  there  is  one  thing  these  globetrott 
agree  on,  it 's  that  there  is  no  substitute  for  face  time — with  1 
Abu  Dhabi  moneyman  who  holds  the  key  to  the  future;  w^ 
the  underling  who  is  AWOL  on  e-mail;  with  the  spouse  a 
kids,  who  have  been  a  little  sullen  and  exasperated  of  late. 
Schmoozing,  humoring,  hammering  the  table — all  must 
done  in  person.  "I  don't  want  to  sound  like  a  whirling  dd 
vish,"  says  Paul  Calello,  Credit  Suisse's  investment  bank: 
chief.  "But  in  a  global  world  you  have  to  get  in  front  of  yc 
employees,  spend  time  with  your  clier 
and  show  commitment  when  it  comef 
joint  ventures,  mergers,  and  allianc 
The  key  is  thoughtful  travel -travel: 
when  necessary." 

Yes,  many  predicted  the  end  of  fii 
time.  But,  paradoxically,  the  great  wi 
diaspora  unleashed  by  technology 
making  physical  connection  all  the  m 
important .  As  companies  open  more  01 
posts  in  more  emerging  markets,  the  n< 
to  gather  intensifies.  That's  why  exec 
fives  increasingly  feel  the  inhuman  p 
of  having  to  be  in  two,  three,  four  pla 
at  one  time.  The  road  warrior's  art  is 
about  finessing  the  strategic  calculat 
of  where  to  be  when;  of  what  bets  to  make  with  one's  tii 
How  do  road  warriors  do  this?  By  knowing  cultures,  orga 
zations,  and  who  has  the  power.  Their  jobs  may  be  global,  1 
their  understanding  must  be  local.  It's  not  just  compani 
operations  that  have  gotten  bigger.  So  have  these  jobs. 

Not  so  long  ago  it  seemed  as  though  technology  might  m 
business  travel,  if  not  obsolete,  then  a  whole  lot  rarer.  W( 
not  talking  about  teleporting— just  simple  things  like  sma 
phones,  corporate  wikis,  and  videoconferencing.  Coca-C(5 


Coca-Cola 
President  Kent 
says  he  is  in  the 
air  some  150  days 
a  year 
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MTVs  Roedy 
travels  the 
w6rld  to  bring 
the  network  to 
varied  cultures 
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president  and  CEO-designate,  Muhtar 
Kent,  has  been  flying  around  the  globe 
for  Coke  since  the  late  1 970 s . " I  thought 
10  or  15  years  ago  when  the  concept  of 
videoconferencing  first  came  out  that 
it's  really  going  to  take  the  place  of 
travel,"  he  recalls.  Of  course  that  didn't 
happen,  and  he  now  spends  about  150 
days  a  year  in  the  corporate  jet. 

OUTREACH  PAYS 

Kent  considers  travel  key  to  meeting 
new  people  who  might  one  day  prove 
useful.  Several  years  ago,  he  was  eager 
to  open  a  bottling  plant  in  Albania 
but  frustrated  that  Coke  couldn't  get 
the  approvals  it  needed  from  the  rud- 
derless young  government.  A  friend 
urged  Kent  to  visit  a  doctor  who  was 
well-versed  in  local  politics.  He  found 
the  man's  patients  sitting  on  tangerine 
boxes  because  there  were  no  chairs  in 
the  waiting  room.  "I'm  interested  in 
investing  in  your  country,"  Kent  recalls 
saying  during  the  chat.  Three  years 
later,  the  doctor  was  Albania's  first 
elected  President,  and  24  months  after 
that  Coke  opened  its  first  bottling  plant 
in  the  country.  The  doctor-turned- 
President,  Sah  Berisha,  cut  the  ribbon. 

Kent  has  never  forgotten  the  lesson.  More  recently.  Coke 
was  hoping  to  win  the  rights  to  the  Vitaminwater  brand  from 
Glaceau,  the  U.S.  beverage  maker  known  for  its  so-called 
enhanced  waters.  Kent  knew  one  of  the  company's  minority 
owners  was  Ratan  Tata  of  Tata  Group.  He'd  never  met  Tata. 
So  during  a  business  trip  to  India,  Kent  requested  a  dinner 
with  him— no  agenda,  just  to  get  to  know  each  other,  he  said. 
Oh,  and  by  the  way,  was  it  O.K.  to  bring  along  a  Glaceau  ex- 
ecutive? It  was.  "And  72  days  later,  we  closed  the  deal." 

Meeting  the  right  people  is  all  very  well,  but  road  warriors 
who  haven't  done  their  homework  on  the  local  potentate  can 
run  into  big  problems.  Few  understand  this  better  than  Bill 


Roedy,  the  chief  of  MTV  Networks  International.  His  jobd 
quires  getting  often  risque  programming  into  as  many  co  i 
tries  as  he  can  without  offending  local  sensibilities.  A  hist" 
enthusiast,  Roedy  is  pretty  good  at  figuring  out  the  local  sci ' 
Yet  he  found  himself  with  a  rare  case  of  butterflies  in  m 
September  as  his  flight  from  London  was  set  to  touch  dci 
in  the  Saudi  Arabian  city  of  Jiddah.  Roedy  was  in  town  to  1 1 
suade  the  mayor  of  Mecca  to  give  his  blessing  to  MTV  Ara^ 
the  network's  biggest  global  launch,  which  had  the  poteri 
to  reach  200  million  Arabs  across  the  region.  "Presidell 
and  sheiks  don't  normally  watch  MTV,  so  we  have  to  H 
them  overcome  stereotypical  views  they  have,"  says  Roi 


CULTURE  101 

MTV  Networks  Interna- 
il'.-,nyi  bos^j  Bill  Roedy 
spends,  hours  studying 
the  local  cisloms, 
history,  and  mores  of 
the  places  he  plans  to 
visit.  For  the  is-ir.  ;ti  of 
MTV  Arabia,  he  hung 
out  with  Arab  rap.>er3 
before  meeting  ti'« 
mayor  of  Mecca. 


TECH  MELTDOWNS 

When  a  virus  locked 
up  her  laptop  before  a 
presentation  in  Zurich, 
Heidrick  &  Struggles 
managing  partner  Val- 
erie Germain  realized 
there's  always  an  of- 
fice open  somewhere 
in  the  world.  She 
called  Australia  and 
got  the  laptop  fixed. 


PACKING  SMART 

Use  smaller  luggage 
and  avoid  checking 
it  in,  advises  Credit 
Suisse  investment 
banking  CEO  Paul 
Calello.  And  rather 
than  deal  with  a  fistful 
of  frequent-flier  cards, 
he  keeps  all  the  infor- 
mation on  a  separate 
laminated  card. 


STAYING  SANE 

Calello  does  e-mails 
and  other  work  on  the 
first  leg  of  the  trip  and 
sleeps  the  second 
half.  He  prefers  to  ex- 
ercise on  arrival:  One 
of  his  favorite  morning 
runs  is  watching  the 
sun  come  up  over 
the  Arabian  Sea  off 
Mumbai. 


WORK-LIFE  BALANI 


Missing  family  can  1 
distract  an  execu- 
tive, and  Coca-Cola  a 
knows  that.  PresideM 
and  CEO-designate« 
Muhtar  Kent  still  re- 
members the  time  tli 
company  secretly  fU* 
his  wife  to  Romania  1 
help  him  celebrate!'' 
40th  birthday. 
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DAVOS  SPECIAL  REPORT 


lobody  was  more  important  than  the  mayor 
VIecca,  the  rehgious  center  of  Islam.  We  had 
»et  it  right." 

Despite  a  hectic  schedule  that  included 
ps  to  Budapest  (to  launch  MTV  Hungary), 
igue  (to  attend  a  sales  meeting),  and  New 
rk  (to  discuss  2008  budgets),  Roedy  carved 
t  as  much  time  in  Saudi  Arabia  as  he  could, 
lile  there  he  attended  recording  sessions 
ththe  Arab  rappers  Jeddah  Legends,  where 
learned  that  their  lyrics  tended  to  be  about 
nily  and  religion— themes  that  he  would 
iw  on  during  his  meeting  with  the  mayor 
VIecca. 

"inally  the  day  arrived,  and  Roedy  found 
nself  providing  assurances  to  a  barrage 
questions:  Will  there  be  opportunities  to 
jcate  young  people?  (Yes.)  Will  there  be  a 
;ular  call  to  prayer?  (Yes.)  And,  of  course, 
ire  will  be  no  skin,  right,  Mr.  Roedy?  (Cor- 
;t.)  To  help  seal  the  deal,  Roedy  attended 
elaborate  dinner  in  tents  by  the  Red  Sea. 
1  days  later,  back  at  his  London  base ,  Roedy 
rned  MTV  Arabia  could  launch  as  sched- 
:d  in  November.  "Those  meetings  were 
icial,"hesays. 

^ark  Sullivan,  CEO  of  WhittmanHart  Con- 
ting,  which  advises  clients  about  informa- 
n  management,  flies  up  to  300,000  miles  a 
ir  and  knows  well  the  strain  constant  travel 
1  put  on  a  family.  "My  profession  is  riddled 
:h  failed  marriages,  broken  families,  and 
jple  who  get  swept  up  with  the  hfestyle,"  he 
's.  Sullivan  remains  a  road  warrior  for  one 
son:  face  time  with  his  employees.  About  a 
ir  ago  the  firm's  popular  founder  died.  Sul- 
m,  then  president,  knew  voice  messages, 
nail  blasts,  and  memos  wouldn't  do.  So  he 
i  two  board  members  hopped  on  a  plane 
i  in  two  weeks  traveled  to  nine  offices  around  the  U.S.  to 
isole  bereft  employees.  "They  needed  a  chance  to  swing 
ay  at  you,  to  air  concerns,"  says  Sullivan.  "If  it's  urgent, 
I've  got  to  be  physically  there." 

ilinistering  to  clients,  of  course,  is  always  urgent.  Few 
i)w  that  better  than  Valerie  E.  Germain,  a  managing  part- 
r  at  global  headhunting  shop  Heidrick  &  Struggles.  Her 
1  is  recruiting  executives  for  some  of  the  world's  biggest 
ancial  behemoths.  Her  clients  often  don't  care  if  the  per- 
1  she  is  searching  for  hails  from  Hong  Kong,  Zurich,  or 
iidon.  The  Thursday  before  Christmas,  a  client  called  to 

1  he  needed  to  meet  with  her  for  a  few  hours.  In  person, 
ley  were  like,  'Can  you  get  to  the  side  of  a  mountain  in  the 
sby  Saturday  at  6:00?'  And  the  answer  is  'Yes.'  You  travel 
nd-trip  for  31  hours  to  spend  three  hours  with  a  chent.  If 

wants  to  be  global,  you  have  to  be  willing  to  do  that." 
ecently,  Germain  was  in  London,  only  to  find  the  candi- 

2  she  wanted  was  in  Ziirich  and  wouldn't  be  back  all  week, 
nking  he'd  be  perfect,  she  told  him  she'd  meet  him  for 
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Last  March,  Microsoft  Chairman 
Bill  Gates  took  one  of  his  compa- 
ny's most  nettlesome  issues  to 
Washington.  Testifying  before  the 
Senate,  Gates  criticized  U.S. 
immigration  policy  for  limiting  the 
H-1 B  visas  issued  to  skilled 
workers  from  foreign  countries, 
workers  that  Microsoft  would 
desperately  like  to  hire.  "It  makes 
no  sense  to  tell  well-trained,  highly 
skilled  individuals— many  of  whom 
are  educated  at  our  top  universi- 
ties—that the  U.S.  does  not 
welcome  or  value  them,"  Gates  told 
the  lawmakers.  Senators  ignored 
his  pleas,  leaving  the  visa  policy 
unchanged. 

So  in  September,  Microsoft  took 
matters  into  its  own  hands.  It 
opened  an  office  in  Richmond,  B.C.,  a  polyglot  Vancouver  suburb,  where  it 
hopes  to  place  hundreds  of  workers  unable  to  obtain  visas  a  few  miles  south 
in  the  U.S.  The  office  won't  be  filled  only  with  those  who  can't  get  visas.  But 
for  many,  it's  akin  to  a  refugee  camp,  except  these  displaced  persons  aren't 
fleeing  the  U.S.  They're  trying  to  get  in. 

Many  tech  companies  say  they're  unable  to  fill  key  engineering  jobs  without 
more  visas  and  that  their  global  competitiveness  is  hampered  as  a  result.  'The 
current  allocation  of  visas  doesn't  anywhere  meet  the  demand,"  says  Jack 
Krumholtz,  Microsoft's  managing  director  of  federal  government  affairs. 

While  companies  typically  send  workers  unable  to  obtain  H-1  B  visas  to 
overseas  offices,  Microsoft's  Richmond  site  is  unique  because  it's  located  just 
1 30  miles  north  of  the  company's  Redmond  (Wash.)  headquarters,  where 
85%  of  its  core  software  development  is  done.  Placing  workers  in  the  same 
time  zone  helps  them  collaborate.  And  if  they  need  face  time  in  Redmond,  it's 
just  a  2V2-hour  drive  on  Interstate  5  over  the  Peace  Arch  border.  It  doesn't 
hurt  that  Canada  does  not  put  limits  on  visas  for  skilled  workers. 

While  it's  too  soon  to  tell  how  well  the  cross-border  collaboration  will  work, 
the  Richmond  facility,  like  others  Microsoft  owns  in  Denmark,  Ireland,  Israel,  and 
North  Carolina,  is  intended  to  tap  local  talent.  Vancouver  is  a  fount  of  tech 
workers,  and  the  University  of  British  Columbia  cranks  out  its  share  of  engineer- 
ing grads.  Still,  the  1 25  engineers  there  now  hail  from  26  countries,  ranging 
from  England  and  China  to  Trinidad  and  Tobago.  Says  Parminder  Singh, 
managing  director  of  the  new  facility:  "I  call  it  the  U.N.  of  tech."  -Jay  Greene 


dinner  in  five  hours,  rearranging  seven  scheduled  interviews. 
"It's  a  risk-reward  bet,"  says  Germain.  "You've  got  to  figure 
out,  do  you  risk  pissing  off  seven  other  people  for  someone 
you  think  is  the  right  candidate?"  She  bet  right:  The  candi- 
date took  the  job. 

Even  Masters  of  the  Universe  have  little  choice  when 
called.  In  late  November,  Credit  Suisse's  Calello  was  in  Sao 
Paulo,  Brazil,  attending  a  party  celebrating  an  investment  in 
a  local  wealth  management  company.  As  his  fellow  revelers 
partied  on  into  the  night,  the  investment  banking  chief  was 
on  a  red-eye  to  Manhattan— his  third  12-hour  plane  ride  in 
as  many  days.  Caiello  had  to  be  in  New  York  because  he  and 
his  executives  had  a  meet-and-greet  breakfast  with  a  guy 
named  Barack  Obama.  1 BW 1 
-With  Dean  Foust,  Jena  McGregor,  and  Michelle  Conlin 

BUSINESSWEEK.COM    I    For  a  narrated  slide  show  on  India's  IT 

I   workers  and  an  Interactive  case  study  on 
managing  global  teams,  go  to  www.businessweek.com/go/08/davos. 
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Research  suggests  that,  except  among  high-risk  heart 
patients,  the  benefits  of  statins  such  as  Lipitor  are  overstated 


Martin  Winn's  cholesterol  level  was  inching  up.  Gycling  up  hills,  he  felt 
chest  pain  that  might  have  been  angina.  So  he  and  his  doctor  decided  he 
should  be  on  a  cholesterol -lowering  medication  called  a  statin.  He  was  in 
good  company.  Such  drugs  are  the  best -selling  medicines  in  history,  used 
by  more  than  13  million  Americans  and  an  additional  12  million  patients 
around  the  world,  producing  $27.8  billion  in  sales  in  2006.  Half  of  that 
went  to  Pfizer  for  its  leading  statin,  Lipitor.  ^  Statins  certainly  performed 
as  they  should  for  Winn,  dropping  his  cholesterol  level  by  20%.  "I  as- 
sumed I'd  get  a  longer  life,"  says  the  retired  machinist  in  Vancouver,  B.C., 
now  71.  But  here  the  story  takes  a  twist.  Winn's  doctor,  James  M.  Wright, 
is  no  ordinary  family  physician.  A  professor  at  the  University  of  British 
Columbia,  he  is  also  director  of  the  government -funded  Therapeutics 
Initiative,  whose  piupose  is  to  pore  over  the  data  on  particular  drugs  and 
figure  out  how  well  they  work.  Just  as  Winn  started  on  his  treatment, 
Wright's  team  was  analyzing  evidence  from  years  of  trials  with  statins 
and  not  liking  what  it  found. 


Yes,  Wright  saw,  the  drugs  can  be  life-saving  in  patients 
who  already  have  suffered  heart  attacks,  somewhat  reducing 
the  chances  of  a  recurrence  that  could  lead  to  an  early  death. 
But  Wright  had  a  surprise  when  he  looked  at  the  data  for  the 
majority  of  patients,  like  Winn,  who  don't  have  heart  disease. 
He  found  no  benefit  in  people  over  the  age  of  65,  no  matter  how 
much  their  cholesterol  declines,  and  no  benefit  in  women  of 
any  age.  He  did  see  a  small  reduction  in  the  number  of  heart 
attacks  for  middle-aged  men  taking  statins  in  clinical  trials. 
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But  even  for  these  men,  there  was  no  ov 
all  reduction  in  total  deaths  or  illnes' 
requiring  hospitalization— despite  bigc 
ductions  in  "bad"  cholesterol.  "Mostpj 
pie  are  taking  something  with  no  cha: 
of  benefit  and  a  risk  of  harm,"  says  Wri§: 
Based  on  the  evidence,  and  the  fact  t 
Winn  didn't  actually  have  angina,  Wrr 
changed  his  mind  about  treating  him  v 
statins  — and  Winn,  too,  was  persuadi 
"Because  there's  no  apparent  benefit,': 
says,  "I  don't  take  them  anymore." 

Wait  a  minute.  Americans  are  bo< 
barded  with  the  message  from  doctd 
companies,  and  the  media  that  high  le^- 
of  bad  cholesterol  are  the  ticket  to  an  e;' 
grave  and  must  be  brought  down.  Stat 
the  message  continues,  are  the  most  potent  weapons  in  t 
struggle.  The  drugs  are  thought  to  be  so  essential  that, 
cording  to  the  official  government  guidelines  from  the  I  ^ 
tional  Cholesterol  Education  Program  (NCEP),  40  mill  p 
Americans  should  be  taking  them.  Some  researchers  h 
even  suggested— half-jokingly— that  the  medications  she 
be  put  in  the  water  supply,  like  fluoride  for  teeth.  Statins 
sold  by  Merck  (Mevacor  and  Zocor),  AstraZeneca  (Crest 
and  Bristol-Myers  Squibb  (Pravachol)  in  addition  to  Pfi 


nrnaminniiHrmafHimifmitmstammmmmmainimnmntmt 


BBH^^'V 


And  it's  almost  impossible  to  avoid  reminders  from  the  in- 
dustry that  the  drugs  are  vital.  A  current  TV  and  newspaper 
campaign  by  Pfizer,  for  instance ,  stars  artificial  heart  inventor 
and  Lipitor  user  Dr.  Robert  Jarvik.  The  printed  ad  proclaims 
that  "Lipitor  reduces  the  risk  of  heart  attack  by  36% ...  in  pa- 
tients with  multiple  risk  factors  for  heart  disease." 

So  how  can  anyone  question  the  benefits  of  such  a  drug  ? 

For  one  thing,  many  researchers  harbor  doubts  about  the 
need  to  drive  down  cholesterol  levels  in  the  first  place.  Those 
doubts  were  strengthened  on  Jan.  14,  when  Merck  and  Scher- 
ing-Plough revealed  results  of  a  trial  in  which  one  popular 
cholesterol-lowering  drug,  a  statin,  was  fortified  by  another, 
Zetia,  which  operates  by  a  different  mechanism.  The  combi- 
nation did  succeed  in  forcing  down  patients'  cholesterol  fur- 
ther than  with  just  the  statin  alone .  But  even  with  two  years  of 
treatment,  the  further  reductions  brought  no  health  benefit. 

DOING  THE  MATH 

The  second  crucial  point  is  hiding  in  plain  sight  in  Pfizer's 
own  Lipitor  newspaper  ad.  The  dramatic  36%  figure  has  an 
asterisk.  Read  the  smaller  type.  It  says:  "That  means  in  a  large 
chnical  study,  3%  of  patients  taking  a  sugar  pill  or  placebo  had 
a  heart  attack  compared  to  2%  of  patients  taking  Lipitor." 

Now  do  some  simple  math.  The  numbers  in  that  sentence 
mean  that  for  every  100  people  in  the  trial,  which  lasted  3  V3 
years,  three  people  on  placebos  and  two  people  on  Lipitor  had 
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heart  attacks.  The  difterence  credited  to  the  drug?  One  fe* 
heart  attack  per  lOO  people.  So  to  spare  one  person  a  hn 
attack,  100  people  had  to  take  Lipitor  for  more  than  tt' 
years.  The  other  99  got  no  measurable  benefit.  Or  to  put ". 
terms  of  a  little  -known  but  useful  statistic,  the  number  nei 
ed  to  treat  (or  NNT)  for  one  person  to  benefit  is  100  (tablet 

Compare  that  with,  say,  today's  standard  antibiotic  thei 
to  eradicate  ulcer-causing  H.  pylori  stomach  bacteria. ' 
NNT  is  1.1.  Give  the  drugs  to  11  people,  and  10  will  be  curec 

A  low  NNT  is  the  sort  of  effective  response  many  pati( 
expect  from  the  drugs  they  take.  When  Wright  and  ott 
explain  to  patients  without  prior  heart  disease  that  only 
100  is  likely  to  benefit  from  taking  statins  for  years,  most- 
astonished.  Many,  like  Winn,  choose  to  opt  out. 

Plus,  there  are  reasons  to  believe  the  overall  benefit  for  mi 
patients  is  even  less  than  what  the  NNT  score  of  100  sugge 
That  NNT  was  determined  in  an  industry- sponsored  1 
using  carefully  selected  patients  with  multiple  risk  fact 
which  include  high  blood  pressure  or  smoking.  In  contrast 
only  large  clinical  trial  funded  by  the  government,  rather  t 
companies,  found  no  statistically  significant  benefit  at  all. . 
because  clinical  trials  themselves  suffer  from  potential  bia 
results  claiming  small  benefits  are  always  uncertain,  says 
Nortin  M.  Hadler,  professor  of  medicine  at  the  Universit 
North  Carolina  at  Chapel  Hill  and  a  longtime  drug  indui 
critic.  "Anything  over  an  NNT  of  50  is  worse  than  a  lot 
ticket ;  there  maybe  no  winners,"  he  argues.  Several  recent 
entific  papers  peg  the  NNT  for  statins  at  250  and  up  for  lov 
risk  patients,  even  if  they  take  it  for  five  years  or  more.  "\^ 
if  you  put  250  people  in  a  room  and  told  them  they  would  e 
pay  $  1 , 0  0  0  a  year  for  a  drug  they  would  have  to  take  every 
that  many  would  get  diarrhea  and  muscle  pain,  and  that 
would  have  no  benefit  ?  And  that  they  could  do  just  as  we  < 


IN  DEPTH 


TA  SUGGEST  THAT  FOR  PATIENTS  WITHOUT 


ART  DISEASE,  ONLY  1 1N  100  IS  LIKELY 
BENEFIT  FROM  TAKING  STATINS  FOR  YEARS 


cising?  How  many  would  take  that?"  asks  drug  industry 
c  Dr.  Jerome  R.  Hoffman,  professor  of  clinical  medicine  at 
Jniversity  of  California  at  Los  Angeles, 
rug  companies  and  other  statin  proponents  readily  con- 
I  that  the  number  needed  to  treat  is  high.  "As  you  calcu- 
li the  NNT  does  come  out  to  about  lOO  for  this  study,"  said 
;r  representatives  in  a  written  response  to  questions.  But 
n  promoters  have  several  counterarguments.  First,  they 
;t  that  a  high  NNT  doesn't  always  mean  a  drug  shouldn't 
adely  used.  After  all,  if  millions  of  people  are  taking 
ns,  even  the  small  benefit  represented  by  an  NNT  over 
would  mean  thousands  of  heart  attacks  are  prevented, 
lat's  a  legitimate  point,  and  it  raises  a  tough  question 
it  health  pohcy.  How  much  should  we  spend  on  preven- 
e  steps,  such  as  the  use  of  statins  or  screening  for  pros- 
cancer,  that  end  up  benefiting  only  a  small  percentage  of 
)le  ?  "It's  all  about  whether  we  think  the  population  is  what 
:ers,  in  which  case  we  should  all  be  on  statins,  or  the  indi- 


vidual, in  which  case  we  should  not  be," 
says  Dr.  Peter  Trewby,  consultant  phy- 
sician at  Darlington  Memorial  Hospital 

in  Britain.  "What  is  of  great  value  to  the 

population  can  be  of  little  benefit  to  the 
individual."  Think  about  buying  a  raffle 
ticket  for  a  community  charity.  It's  for  a 
good  cause,  but  you  are  unlikely  to  win  the  prize. 

Statin  proponents  also  argue  that  when  NNTs  are  calculat- 
ed after  the  drugs  have  been  taken  for  just  three  or  five  years, 
they're  misleadingly  high.  Pfizer  says  that  even  though  only 
one  heart  attack  was  prevented  per  lOO  people  in  its  trial,  "it 
may  be  a  possibility  that  several  or  even  all  [lOO]  benefit"  by 
reducing  their  risk  of  a  future  heart  attack.  And  the  benefit 
grows  when  the  drugs  are  taken  for  more  years,  backers  be- 
lieve. "It  does  not  make  sense  to  take  a  statin  for  five  years," 
says  Dr.  Scott  M.  Grundy,  chair  of  the  NCEP  committee  that 
called  for  more  aggressive  statin  treatment  and  director  of 
the  Center  for  Human  Nutrition  at  the  University  of  Texas 
Southwestern  Medical  Center  at  Dallas.  "When  you  take  a 
cholesterol-lowering  drug,  it  is  a  huge  commitment,"  he  says. 
"You  take  it  for  life."  Grundy  figures  the  chances  of  having  a 
heart  attack  over  the  course  of  a  lifetime  are  about  3  0%  to  5  o% 
(higher  for  men  than  women).  Statins,  he  argues,  reduce  that 
risk  by  about  30%.  As  a  result,  taking  the  drugs  for  30  years 
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HENUMBER  NEEDED  TO  TREAT 


How  well  do  drugs  work?  Ads  and  news  stories  usually  say  that  a  medicine  slashes  the  risk  of,  say,  heart  attacks 
by  a  big  number,  like  50%.  But  that  often  overstates  the  benefit,  because  it  fails  to  provide  the  absolute  risk.  If 
only  2  people  in  a  group  of  100  are  expected  to  have  a  heart  attack,  then  a  drug  that  cuts  the  rate  by  50%  prevents 
just  1  heart  attack  when  taken  by  all  lOO  people.  That's  why  researchers  favor  using  the  "number  needed  to  treat" 
(NNT).  It  shows  how  many  people  must  take  a  drug  for  one  person  to  benefit. 


DRUG 


DETAILS 


Antibiotic  cocktail  to  eradicate  ulcer-causing 
stomach  bacteria  (H.  pylori) 


4  .1  to  eradicate 
la  I  bacteria 


Bacteria  will  be  eradicated  in  10  of  1 1  people 
with  6  to  10  weeks  of  treatment. 


Antibiotic  cocktail  to  eradicate  ulcer-causing 
stomach  bacteria  (H.  pylori) 


to  heal  ulcers 


Ulcers  in  1  in  5  people  will  heal  by  the  end  of 
treatment.  One  in  two  will  be  cured  in  a  year. 


Lipitor  and  other  cliolesterol-lowering  statins, 

when  used  in  people  who  have  had  a  heart  attack 
or  have  signs  of  heart  disease 


i  O    01  fo  prevent  one 

16-23 1 


heart  attack 


!n  clinical  trials,  with  5  years  of  treatment,  1  in 
1  6-23  people  is  spared  a  coronary  event.  To 
prevent  an  actual  death,  the  NNT  is  48. 


Lipitor  and  other  cholesterol-lowering  statins, 

when  used  in  patients  without  heart  disease,  but 
who  have  risk  factors  like  high  blood  pressure 


*7n    OCn  to  P''6vent  one 
I  U'^U  U  heart  attack  or 


stroke 


Benefits  with  5  years  of  treatment  are  smaller 
in  those  without  existing  disease,  and  the 
NNT  increases  with  lower  initial  risk. 


Lipitor  and  other  cholesterol-lowering  statins, 

when  used  in  patients  without  heart  disease,  but 
who  have  risk  factors  such  as  high  blood  pressure 


500 


to  prevent  death 
+  or  serious  medical 
conditions 


In  clinical  trials,  there  was  no  significant 
reduction  in  deaths  or  serious  events,  so  a 
precise  NNT  can't  be  calculated. 


Avandia,  which  controls  blood  sugar 


Innn     ^°  prevent  heart 
;UUU+  attacks,  other  ef- 


fects of  diabetes 


The  drug  reduces  blood  sugar,  but  that  does 
not  translate  into  fewer  problems,  such  as 
kidney  failure,  nerve  damage,  amputations. 


Zetia,  which  lowers  cholesterol 


Innn     *°  prevent  heart 
,UUU+  disease 


Companies  admit  that  it  has  not  been  shown 
to  reduce  heart  disease  or  heart  attacks. 
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or  more  would  bring  9  to  15  fewer  heart  attacks  for  every  lOO 
people.  So  only  7  to  11  people  would  have  to  take  the  drugs  for 
life  for  one  to  benefit. 

Critics  reply  that  this  rosier  picture  requires  several  leaps 
of  faith.  A  30%  reduction  in  heart  attacks  "is  the  best-case 
scenario  and  not  found  in  many  of  the  studies,"  says  Wright. 
What's  more,  statins  have  been  in  use  now  for  20  years,  and 
there's  little  evidence  yet  that  the  NNT  decreases  the  lon- 
ger people  take  the  drug.  Most  important,  the  statin  trials  of 
people  without  existing  heart  disease  showed  no  reduction  in 
deaths  or  serious  health  events,  despite  the  small  drop  in  heart 
attacks.  "We  should  tell  patients  that  the  reduced  cardiovas- 
cular risk  will  be  replaced  by  other  serious  illnesses,"  says  Dr. 
John  Abramson,  clinical  instructor  at  Harvard  Medical  School 
and  author  of  Overdosed  America. 

LIFESTYLE  CHANGES 

In  its  written  response,  Pfizer  did  not  challenge  this  key  as- 
sertion: that  the  drugs  do  not  reduce  deaths  or  serious  illness 
in  those  without  heart  disease.  Instead,  the  company  repeated 
that  statins  reduce  the  "risk  of  death  from  coronary  events" 
and  added  that  Wright's  analysis  was  not  pubUshed  in  a  peer- 
reviewed  scientific  journal. 

If  we  knew  for  sure  that  a  medicine  was  completely  safe  and 
inexpensive,  then  its  widespread  use  would  be  a  no-brainer, 
even  with  a  high  NNT  of  100.  But  an  estimated  10%  to  15%  of 
statin  users  suffer  side  effects,  including  muscle  pain,  cogni- 
tive impairments,  and  sexual  dysfunction  (page  57).  And  the 
widespread  use  of  statins  comes  at  the  cost  of  billions  of  dol- 
lars a  year,  not  just  for  the  drugs  but  also  for  doctors'  visits, 
cholesterol  screening,  and  other  tests.  Since  health-care  dol- 
lars are  finite,  "resources  are  not  going  to  interventions  that 
might  be  of  benefit,"  says  Dr.  Beatrice  A.  Golomb,  associate 
professor  of  medicine  at  the  University  of  Cahfornia  at  San 
Diego  School  of  Medicine. 

What  would  work  better?  Perhaps  urging  people  to  switch 
to  a  Mediterranean  diet  or  simply  to  eat  more  fish.  In  several 
studies,  both  lifestyle  changes  brought  greater  declines  in 
heart  attacks  than  statins,  though  the  trials  were  too  small 
to  be  completely  persuasive.  Being  physically  fit  is  also  im- 
portant. "The  things  that  really  work  are  lifestyle,  exercise, 
diet,  and  weight  reduction,"  says  UCLA's  Hoffman.  "They  still 
have  a  big  NNT,  but  the  cost  is  much  less  than  drugs  and  they 
have  benefits  for  quality  of  life." 

Difficult  risk-benefit  questions  surround  most  drugs,  not 
just  statins.  One  dirty  little  secret  of  modern  medicine  is  that 
many  drugs  work  only  in  a  minority  of  people .  "There 's  a  ten  - 
dency  to  assume  drugs  work  really  well,  but  people  would  be 
surprised  by  the  actual  magnitude  of  the  benefits,"  says  Dr. 
Steven  Woloshin,  associate  professor  of  medicine  at  Dart- 
mouth Medical  School. 

A  good  example:  Beta-blockers  are  seen  as  essential  in 
treating  congestive  heart  failure.  Yet  studies  show  that  an  av- 
erage of  24  people  must  take  the  drugs  for  seven  months  to 
prevent  one  hospitalization  from  heart  failure  (thus,  an  NNT 
of  24).  And  40  people  must  take  it  to  prevent  one  death  (NNT 
of  40).  "Even  for  medications  we  consider  effective,  we  see 
NNTs  in  the  20s  or  higher,"  says  Dr.  Henry  C.  Barry,  associ- 


ate professor  of  family  medicine  at  Michigan  State  Unive 
College  of  Human  Medicine. 

For  many  other  drugs,  the  NNTs  are  large.  Take  Avai 
GlaxoSmithKline  's  drug  for  preventing  the  deadly  progres 
of  diabetes.  The  blockbuster,  with  $2.6  bilhon  in  U.S.  saL 
2006,  made  headlines  in  2007  when  an  analysis  of  clinicak 
data  showed  it  increased  the  risk  of  heart  attacks.  The  la). 
untold  story:  There's  little  evidence  the  drug  actually  helpir 
tients.  Yes,  Avandiais  very  good  at  lowering  blood  sugar,  ]v, 
statins  lower  cholesterol  levels.  But  that  doesn't  translate 
preventing  the  dire  consequences  of  diabetes ,  including  I 
disease,  strokes,  and  kidney  failure.  Clinical  trials  "faiU 
find  a  significant  reduction  in  cardiovascular  events  even  1 
excellent  glucose  control,"  wrote  Dr.  Chfford  J.  Rosen,  c  1  le 
of  the  Food  &  Drug  Administration  committee  that  evaluK 
Avandia,  in  a  recent  commentary  in  The  New  England  Joi 
of  Medicine.  "Avandia  is  alnjost  the  poster  child  for  eversd:  Ijti 
wrong  with  our  system,"  says  UCLA's  Hoffman.  "Its  N>  i  tl 
close  to  infinite." 

Regarding  Avandia,  Dr.  Murray  Stewart,  Glaxo 's  vice -p  |ij 
ident  for  clinical  development,  says  that  the  evidence  ( 
benefits  against  heart  disease  and  other  major  complicat 
of  diabetes  "is  still  inconclusive."  But  the  drug  has  other  1 
efits,  he  argues,  such  as  delaying  the  need  to  take  insulin 

When  other  medications  widely  believed  to  be  effective 
put  to  the  test  of  a  clinical  trial,  they  flunked.  Hormom 
placement  therapy  didn't  protect  against  heart  disease.  / 
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A  tennis -playing  68 -year-old,  Dr.  H.  Denman  Scott  was 
talked  into  taking  Lipitor  in  200  6  by  his  doctor  because 
his  "bad"  cholesterol  (LDL)  was  a  borderline  130.  "I  had 
no  symptoms,"  he  says,  but  he  followed  the  doctor's 
advice,  and  the  drug  dropped  his  LDL  to  60.  Then  Scott, 
a  retired  professor  of  medicine,  began  to  have  muscle 
pain.  After  10  months  on  the  drug,  he  woke  one  morning 
with  paralyzing  soreness.  "I  thought  it  was  Lipitor -re- 
lated," he  says.  "Pd  seen  it  in  a  lot  of  people  I  had  taken 
care  of  over  the  years."  Scott  stopped  taking  the  drug, 
and  two  months  later  the  aches  went  away. 

In  clinical  trials  of  statins,  side  effects  were  relatively 
rare.  But  many  doctors  believe  they  are  more  common 
in  the  real  world,  afflicting  perhaps  as  many  as  15%  of 
patients.  After  muscle  aches,  prominently  mentioned 
on  Lipitor's  label,  common  complaints  include  cogni- 
tive problems  ranging  from  mild  confusion  to  loss  of 
memory.  Former  astronaut  and  retired  family  doc- 
tor Duane  Graveline  says  that  he  "descended  into  the 
black  pit  of  amnesia"  both  times  he  was  put  on  Lipitor, 
prompting  him  to  write  a  book  and  set  up  a  Web  site  on 
statins'  side  effects. 

One  trial  also  showed  an  association  between  statin 
use  and  cancer.  Proponents  argue  that  was  an  anomaly. 
"You  need  to  look  at  the  big  picture  rather  than  worrying 
yourself  to  death  over  individual  trials,"  says  Dr.  Scott 
Grundy,  the  lead  author  of  national  guidelines  for  statin 
use  and  who  has  received  honoraria  from  Pfizer.  But  the 
big  picture  is  still  fuzzy.  The  safety  of  statins  in  long 
term  use  "is  an  incredibly  important  question  for  which 
we  have  very  little  data,"  says  Dr.  Beatrice  Golomb  of  the 
University  of  California  at  San  Diego. 


hotic  drugs  were  actually  less  effective  than  a  placebo  in 
icing  aggression  in  patients  v,  ith  intellectual  disability. 
jie  truth  about  drugs'  effectiveness  wouldn't  be  as  worri- 
b  if  consumers  and  doctors  had  an  accurate  picture  of  the 
I  of  knowledge  and  could  make  rational  decisions  about 
|ments.  Studies  by  Darhngton  Hospital's  Trewby,  UBC's 
ht,  and  others,  however,  show  that  patients  expect  far 
!  than  what  the  drugs  actually  deliver. 
jtiy  the  mismatch?  Some  of  the  blame  goes  to  the  way 
ts  are  presented.  A  36%  decline  in  heart  attacks  sounds 

dramatic  and  important  than  an  NNT  of  1 0  0 ."  It  comes 
shock  to  see  the  NNT,"  says  Dr.  Barnett  S.  Kramer,  director 
•i  office  of  medical  apphcations  of  research  at  the  Nation - 
stitutes  of  Health.  Drug  companies  take  full  advantage 

s;  they  advertise  the  big  percentage  drops  in,  say,  heart 
ks,  while  obscuring  the  NNT.  But  when  it  comes  to  side 


effects,  they  flip-flop  the  message,  dismissing  concerns  by 
saying  only  1  in  100  people  suffers  a  side  effect,  even  if  that 
represents  a  50%  increase.  "Many  physicians  don't  know  the 
NNT,"  says  Dr.  Darshak  Sanghavi,  a  pediatric  cardiologist  and 
assistant  professor  of  pediatrics  at  the  University  of  Massa- 
chusetts Medical  School  and  a  fan  of  using  NNTs. 

The  whole  statin  story  is  a  classic  case  of  good  drugs  pushed 
too  far,  argues  Dr.  Howard  Brody,  professor  of  family  medi- 
cine at  the  University  of  Texas  Medical  Branch  at  Galveston. 
The  drug  business  is,  after  all,  a  business.  Companies  are  sup  - 
posed  to  boost  sales  and  returns  to  shareholders.  The  prob- 
lem they  face,  though,  is  that  many  drugs  are  most  effective 
in  relatively  small  subgroups  of  sufferers.  With  statins,  these 
are  the  patients  who  already  have  heart  disease.  But  that's 
not  a  blockbuster  market.  So  companies  have  every  incen- 
tive to  market  their  drugs  as  being  essential  for  wider  groups 
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of  people,  for  whom  the  benefits  are,  by  definition,  smaller. 
"What  the  shrewd  marketing  people  at  Pfizer  and  the  other 
companies  did  was  spin  it  to  make  everyone  with  high  cho- 
lesterol think  they  really  need  to  reduce  it,"  says  Dr.  Bryan 
A.  Liang,  director  of  the  Institute  of  Health  Law  Studies  at 
the  C  alif  ornia  Western  School  of  Law  and  co  -  director  of  the 
San  Diego  Center  for  Patient  Safety.  "It  was  pseudo- science, 
never  telling  you  the  bottom-line  truth,  [which  is]  that  the 
drugs  don't  help  unless  you  have  pre-existing  cardiovascular 
disease."  The  marketing  worked,  Liang  says,  "even  in  the  face 
of  studies  and  people  screaming  and  yelling,  myself  included, 
that  it  is  not  based  on  evidence." 

Pfizer  replies  that  the  industry  is  "highly  regulated"  and 
that  every  message  in  ads  and  marketing  "accurately  reflects 
Lipitor 's  labeling  and  the  data  from  the  clinical  trials." 

Drugmakers,  however,  do  make  sure  that  the  researchers 
and  doctors  who  extol  the  benefits  of  medications  are  well 
compensated.  "It's  almost  impossible  to  find  someone  who 
believes  strongly  in  statins  who  does  not  get  a  lot  of  money 
from  industry,"  says  Dr.  Rodney  A.  Hayward,  professor  of  in- 
ternal medicine  at  the  University  of  Michigan  Medical  School. 
The  NCEP's  2004  guideline  update  garnered  headlines  by 
recommending  lower  targets  for  bad  cholesterol,  which  would 
put  more  Americans  on  the  drugs.  But  there  was  also  a  heated 
controversy  in  the  medical  community  over  the  fact  that  8  of 
the  9  experts  on  the  panel  had  financial  ties  to  industry.  "The 
guideline  process  went  awry,"  says  Michigan  State's  Barry.  He 
and  34  other  experts  sent  a  petition  of  protest  to  the  National 
Institutes  of  Health,  saying  the  evidence  was  weak  and  the 
panel  members  were  biased  by  their  ties  to  companies. 

EASY  METRICS 

The  appearance  of  conflict  of  interest  is  "very  important  to 
organizations  like  ours,  and  we  are  all  taking  it  seriously,"  re- 
sponds NIH  official  and  NCEP  coordinator  Dr.  James  I.  Clee- 
man.  "But  the  facts  of  the  science  were  entirely  correct." 

Yet  Cleeman's  confidence  is  not  universally  shared.  To 
statin  critics,  Americans  have  come  to  rely  too  much  on  easy- 
to-grasp  health  markers.  People  like  to  have  a  metric,  such  as 
cholesterol  levels,  that  can  be  monitored  and  altered.  "Once 
you  tell  people  a  number,  they  will  be  fixated  on  the  number  and 
try  to  get  it  better,"  says  University  of  Texas'  Brody.  Moreover, 
"the  American  cultural  norm  is  that  doing  something  makes 
us  feelbetter  than  just  watching  and  waiting,"  says  Barry.  That 
applies  to  doctors  as  well.  They  are  being  pushed  by  the  na- 
tional guidelines,  by  patients'  own  requests,  and  by  pay-for- 
performance  rules  that  reward  physicians  for  checking  and 
reducing  cholesterol.  "I  bought  into  it,"  Brody  says.  Not  to 
do  so  is  almost  impossible ,  he  adds.  "If  a  physician  suggested 
not  checking  a  cholesterol  level,  many  patients  would  stomp 


"I  NOW  SEE  IT  AS  MYTH  THAT  EVERYONE  SHOULD 
HAVE  THEIR  CHOLESTEROL  CHECKED," 
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FALSE  PROMISES  ON  ALZHEIMER'S 


In  a  headline -grabbing  study  in  2000,  research- 
ers showed  that  Alzheimer's  disease  was  70%  lesi 
common  in  those  who  took  cholesterol-loweringi 
statin  drugs  than  in  those  not  on  the  drugs.  But 
hope  faded  after  actual  clinical  trials  showed  no 
benefits  from  the  drugs.  Subsequent  analyses  cai 
to  the  same  conclusion.  "There  is  good  evidence 
that  statins  do  not  prevent  Alzheimer's,"  says  Drj 
James  Wright  at  the  University  of  British  Columl 
Scientists  speculate  that  the  false  promise  can 
in  part,  from  a  familiar  pitfall  called  selection  bii 
The  original  study  compared  Alzheimer's  patieii 
with  healthy  subjects.  For  reasons  that  aren't  en : 
tirely  clear,  there  is  a  strong  overlap  of  people  wl 
are  less  likely  to  develop  Alzheimer's  and  people 
who  are  concerned  about  their  health,  and  therei' 
fore  inclined  to  take  statins. 


SAYS  A  PROFESSOR  OF  FAMILY  MEDICINE 


out  of  the  office  claiming  the  guy  was  a  quack." 

Yet  Brody  changed  his  mind.  "I  now  see  it  as  myth  thaj 
eryone  should  have  their  cholesterol  checked,"  he  says 
hindsight  it  was  obvious.  Duh!  Why  didn't  I  see  it  before* 
Cholesterol  is  just  one  of  the  risk  factors  for  coronaryv 
ease.  Dr.  Ronald  M.  Krauss,  director  of  atherosclerosiii 
search  at  the  Oakland  Research  Institute,  explains  that  hii 
LDL  levels  do  help  set  the  stage  for  heart  disease  by  contri 
ing  to  the  buildup  of  plaque  in  arteries.  But  something  elsi  1 
to  happen  before  people  get  heart  disease.  "When  you  >1 
at  patients  with  heart  disease,  their  cholesterol  levels  arf 
that  [much]  higher  than  those  without  heart  disease,"  he :  - 
Compare  countries,  for  example.  Spaniards  have  LDL  Id 
similar  to  Americans',  but  less  than  half  the  rate  of  heart 
ease.  The  Swiss  have  even  higher  cholesterol  levels,  but  t 
rates  of  heart  disease  are  also  lower.  Australian  aborig 
have  low  cholesterol  but  high  rates  of  heart  disease. 

Moreover,  says  MSU's  Barry,  cholesterol -lowering  m 
cations  other  than  statins  "do  not  prevent  heart  attacl 
strokes."  Take  Zetia,  which  blocks  absorption  of  choles 
from  the  intestines.  Marketed  by  Merck  and  Schering  -  Plo  " 
the  drug  brought  in  $1.5  billion  in  2006,  with  sales  dim  . 
25%  in  the  first  half  of  2007,  says  IMS  Health.  The  compc  ': 
combined  it  with  a  statin  tq  create  a  drug  called  Vytorin,  i 
over  $2  billion  in  sales  in  2007. 

In  an  eagerly  awaited  trial  completed  in  2006,  the  con 
nies  compared  Zetia  plus  a  statin 
a  statin  alone  in  patients  with  ger 
cally  high  cholesterol.  But  the  d; 
makers  delayed  announcing  the  res 
prompting  scientific  outrage  and  M 

threat  of  a  congressional  investiga  ■" 

The  results,  finally  revealed  on  Jar 
showed  the  combination  of  Zetia  ic 
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tatin  reduced  LDL  levels  more  than  the  statin  alone.  But 
it  didn't  bring  added  benefits.  In  fact,  the  patients'  arteries 
ckened  more  when  taking  the  combination  than  with  the 
tin  alone.  Skip  Irvine,  a  spokesman  for  the  joint  venture, 
's  the  study  was  small  and  insists  there 's  a  "  strong  relation  - 
p  between  lowering  LDL  cholesterol  and  reducing  cardio- 
icular  death." 

RELEVANT  LDL? 

;holesterol  lowering  itself  isn't  a  panacea,  why  is  it  that 
tins  do  work  for  people  with  existing  heart  disease?  In  his 
ioratory  at  the  Vascular  Medicine  unit  of  Brigham  &  Wom  - 
s  Hospital  in  Cambridge,  Mass.,  Dr.  James  K.  Liao  began 
ndering  this  question  more  than  a  decade  ago.  The  answer, 
suspected,  was  that  statins  have  other  biological  effects, 
since  then,  Liao  and  his  team  have  proved  this  theory.  First, 
it  of  biochemistry.  Statin  drugs  work  by  bollixing  up  the 
)duction  of  a  substance  that  gets  turned  into  cholesterol  in 
I  liver,  thus  reducing  levels  in  the  blood.  But  the  same  sub- 
nce  turns  out  to  be  a  building  block  for  other  key  chemicals 
veil.  Think  of  a  toy  factory  in  which  the  same  plastic  is  fash  - 
led  into  toy  cars,  trucks,  and  trains.  Reducing  production  of 
:  plastic  cuts  not  only  the  output  of  toy  cars  (cholesterol)  but 
0  trucks  and  trains.  In  the  body,  these  additional  products 
signaling  molecules  that  tell  genes  to  turn  on  or  off,  causing 
:hside  effects  and  benefits. 

Jao  has  charted  some  of  these  biochemical  pathways.  His 
ent  work  shows  that  one  of  the  trucks,  as  it  were— a  mol- 
ile  called  Rho- kinase— is  key.  By  reducing  the  amount  of 
s  enzyme,  statins  dial  back  damaging  inflammation  in  ar- 
ies.  When  Liao  knocks  down  the  level  of  Rho  -  kinase  in  rats , 
■y  don't  get  heart  disease.  "Cholesterol  lowering  is  not  the 
son  for  the  benefit  of  statins,"  he  concludes, 
rhe  work  also  offers  a  possible  explanation  of  why  that  ben- 
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efit  is  mainly  seen  in  people  with  exist- 
ing heart  disease  and  not  in  those  who 
only  have  elevated  cholesterol.  Being 
relatively  healthy,  their  Rho-kinase  lev- 
els are  normal,  so  there  is  little  inflam- 
mation. But  when  people  smoke  or  get 
high  blood  pressure,  their  Rho-kinase 
levels  rise.  Statins  would  return  those 
levels  closer  to  normal,  counteracting 
the  bad  stuff. 

Add  it  all  together,  and  "current  evi- 
dence supports  ignoring  LDL  choles- 
terol altogether,"  says  the  University 
of  Michigan's  Hayward.  In  a  country 
where  cholesterol  lowering  is  usually 
seen  as  a  matter  of  life  and  death,  these 
,  are  fighting  words.  A  prominent  heart 
disease  physician  and  statin  booster 
fumed  at  a  recent  meeting  that  "Hay- 
ward  should  be  held  accountable  in  a 
court  of  law  for  doing  things  to  kill  peo- 
ple," Hayward  recounts.  NECP's  Clee- 
man  adds  that,  in  his  view,  the  evidence 
against  Hayward  is  overwhelming. 
But  while  the  new  analyses  may  rile  those  who  have  built 
careers  around  the  need  to  reduce  LDL,  they  also  point  the  way 
to  using  statins  more  effectively.  Surprisingly,  both  sides  in 
the  debate  agree  on  the  general  approach.  For  anyone  worried 
about  heart  disease,  the  first  step  should  always  be  abetter  diet 
and  increased  physical  activity.  Do  that ,  and  "we  would  cut  the 
number  of  people  at  risk  so  dramatically"  that  far  fewer  drugs 
would  be  needed,  says  Krauss.  For  those  people  who  still  might 
benefit  from  treatment,  a  recent  analysis  by  Hayward  shows 
that  statins  might  better  be  prescribed  based  on  patients'  risk 
of  heart  disease,  not  on  their  LDL  cholesterol  levels.  The  high- 
er the  risk,  the  better  the  drugs  seem  to  work.  "If  two  patients 
have  the  same  risk,  the  evidence  says  they  get  the  same  benefit 
from  statins,  whatever  their  LDL  levels,"  Hayward  says. 

Ways  to  fine-tune  this  approach  may  be  coming  soon.  The 
company  that  first  sequenced  the  human  genome,  Celera 
Group,  has  found  a  genetic  variation  that  predicts  who  ben- 
efits from  the  drugs.  Perhaps  60%  of  the  population  has  it, 
says  Dr.  John  Sninsky,  vice-president  of  discovery  research, 
and  for  everyone  else ,  the  NNT  is  sky-high ." It  does  not  relate 
at  all  to  your  cholesterol  level,"  Sninsky  adds. 

If  the  drugs  were  used  more  rationally,  drugmakers  would 
take  a  hit.  But  the  nation's  health  and  pocketbook  might  be 
better  off.  Could  it  happen?  Will  data  on  NNTs,  the  weak  link  to 
cholesterol,  and  knowledge  of  genetic  variations  change  what 
doctors  do  and  what  patients  believe?  Not  until  the  country 
changes  the  incentives  in  health  care,  says  UCLA's  Hoffman. 
"The  way  our  health-care  system  runs,  it  is  not  based  on  data, 
it  is  based  on  what  makes  money."  1 BW 1 


BUSINESSWEEK.TV  For  more  on  this  story,  watch  our  weekly  show, 

BusinessWeek  TV.  To  see  video  clips  or  find 
your  local  station  and  airtime  by  Zip  Code  go  to  BusinessweekTV.com. 
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INNOVATION 


By  Matt  Vella 


Imagining 
Apple's  Future 


We  asked  design,  innovation,  and  marketing  pros  what 
the  folks  who  gave  us  the  iPod  should  focus  on  now 
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Business  schools  andi 
design  consultants 
have  a  favorite  exerci: 
they  like  to  use  whem 
they're  trying  to  prod  students  and 
colleagues  to  come  up  with  new  ways' 
of  thinking  about  old  problems.  It's 
called  What  Would  Apple  Do  ?  The  idt: 
is  to  think  of  a  horrendously  compli- 
cated problem  and  imagine  what  App 
would  do  to  come  up  with  a  simple, 
elegant,  engaging  solution  that's  de- 
Ughtful  to  the  eye  and  easy  to  use. 

With  the  annual  Macworld  Con- 
ference &  Expo,  a  mecca  for  Apple 
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We  know  what  it  takes  to  be  a  Tigfl 

High  performers  distinguish  themselves  not  only  througW 
the  astuteness  of  their  strategies,  but  also  by  their  readiness 
to  nimbly  change  course  should  circumstances  dictate. 
That's  one  key  finding  from  our  extensive  research  on 
more  than  500  of  the  world's  most  successful  companies. 
For  an  in-depth  look  at  our  study  of  and  experience  with 
high  performers,  visit  accenture.com/research 

Consulting  •  Technology  •  Outsourcing  „  ," 
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aficionados,  competitors, 
and  Steve  Jobs  groupies,  just 
wrapping  up,  we  decided  to 
put  a  sampling  of  designers 
and  innovators  through  the 
same  exercise.  In  past  years. 
Jobs  has  used  Macworld  to 
unveil  the  first  Apple  com- 
puter powered  with  Intel 
chips  and  the  first  iPhone. 
This  year,  it  was  the  Mac- 
Book  Air,  a  laptop  so  thin  it 
can  fit  in  an  interoffice  ma- 
nila  envelope.  Our  designers 
tried  to  imagine  what  would 
happen  if  Apple  took  its 
design  process  and  applied 
it  beyond  its  usual  stomping 
grounds.  What  if  Steve  Jobs 
took  the  stage  and  dramati- 
cally unveiled  an  Apple  car? 
Or  Apple  iMoney  software  to 
manage  your  finances  ? 

Here  are  a  few  ideas  for 
Apple  to  ponder.  Some 
are  radical,  others  more 
predictable.  Are  you  listen- 
ing, Steve? 


IDEA:  Apple  Auto 
Suggested  by  Wes  Brown 
Partner,  Iceology  (Los  Angeles) 

What  if  Apple  designed  a  cool,  green 
car,  with  a  seamless  voice/video 
entertainment  system?  Brown  envi- 
sions a  dash -mounted  touch  screen 
that  would  allow  passengers  to  pick 
music  and  movies,  much  as  they  do 
on  an  iPhone.  Voice  controls  would 
allow  the  driver  to  use  the  system 
without  having  to  take  his  eyes  off 
the  road.  Even  the  best  multimedia 
dashboard  systems,  such  as  BMW's 
iDrive  or  Audi's  MMI,  are  overly  com- 
plicated says  Brown,  an  analyst  with 
the  consumer  marketing  firm  Iceol- 
ogy. Apple  has  already  collaborated 
with  automakers  from  Ford  to  Ferrari 
to  make  sure  iPods  connect  to  car 
stereos.  Brown  sees  greater  possibili- 
ties. An  Apple-branded  micro-car,  a 


Whatjf  Apple— in  the  age  of  YouTube 

lirecffed  its  efforts  toward  making 
the  videtiiiiliiEra  an  intuitive  device? 


la  the  smart  car  by  Mercedes  -  Benz  or 
the  Mini,  could  yield  an  entirely  new 
automotive  experience.  "People  are 
already  used  to  paying  a  premium  for 
Apple  products,"  says  Brown. 

IDEA:  iPod  Projector 
Suggested  by  Bruce  Claxton 
Senior  Director,  design  integra- 
tion, Motorola  (Schaumburg,  111.) 

Claxton  wants  to  build  on  the  sleek- 
looking  designs  and  easy-to-master 
controls  of  Apple's  existing  media 
devices.  One  idea:  a  small,  portable 
projector  that  could  plug  directly  into 
an  iPod  or  iPhone  to  display  images 
and  movies  against  a  screen  or  wall  in 
a  larger  format.  He  says  that  Apple  de- 
vices like  the  iPhone  and  iPod  already 
encourage  people  to  socialize  as  they 
trade  photos  and  music.  Claxton  envi- 
sions a  host  of  ad- 
ditional features 
that  would  enable 
even  more  col- 
laboration. "Such 
a  thing  would 
simplify  shar- 


ing and  make  slide  sho ' 
and  films  more  portabl ' 
interesting,"  he  says. 

IDEA:  Personal  Finar 
Software 

Suggested  by  Chris 
Conley 

Professor  of  Desigm 
Illinois  Institute  of 
Technology 
Partner,  Gravity  Ta 
(Chicago) 

Conley,  executive  dire! 
at  the  innovation  com 
ing  firm,  suggests  tha 
Apple  reinvent  person 
finance  with  softwarei 
similar  to  iLife,  its  dig 
media  suite,  or  Final  ( 
Studio,  which  enables 
to  produce  profession: 
quality  videos.  He  see 
an  Apple  solution  tha 
neatly  manages  expen 
investments,  even  Ion 
term  planning,  all  in  t 
elegant  style  for  whic( 
Apple  is  known.  The 
program  could  also  hei 
vestors  achieve  social -responsii 
goals,  screening  for  firms  that  h 
impoverished  workers,  for  exam 
Charts  and  graphs  could  be  aut(  a 
cally  updated  to  reflect  moveme 
in  the  stock  market  or  changes  i 
worth.  "You  could  even  keep  tn 
expenditures  on  portable  devici 
theiPod,"headds. 

IDEA:  Video  Camera 
Suggested  by  Geoff  Vuleta 
CEO,  Fahrenheit  212  (New  Y 

Vuleta  would  like  to  see  Apple  a 
the  same  savoir  faire  that  it  broi  t 
to  digital  music  players  to  video 
cameras,  a  move  that  would  cap 
on  the  surge  in  popularity  of  vid  - 
sharing  sites  such  as  YouTube. '  ) 
one  has  gotten  close  to  creating 
intuitive,  elegant,  spontaneous  le 
camera  yet,"  say  Vuleta,  who  rui  h 
innovation  consultancy  Fahrenl  t 
212.  That  makes  it  a  prime  targe  n 
an  Apple  redesign.  "This  compt 
knows  how  to  swoop  in  late  and  isl 
thenonsenseout  of  a  product,"  'S 
Vuleta.  IBWI  ; 
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WHAT'S  NEXT 


lUCATION 


wo-Year  Colleges 
io  Courtin'  Overseas 

S.  community  colleges  are  reaching  out— way  out- 
id  students  from  around  the  world  are  rolling  in 


lane  Porter 

rketing  an  obscure  Wyoming  com- 
nity  college  to  Vietnamese  high 
oolers  presents  special  challenges, 
ny  have  never  heard  of  Wyoming, 
1 ,  if  they  have ,  it 's  usually  thanks 
he  movie  Brokeback  Mountain. 
when  recruiter  Harriet  Bloom - 
Ison  from  Northwest  College  in 
veil,  Wyo. ,  visits  the  International 
;h  School  in  Ho  Chi  Minh  City,  she 
uses  on  the  college's  nurturing, 
all -town  environment.  That's  what 
1  "Grace"  Thienan  Nguyen,  19. 
;  business  major  also  notes  she  can 
isfer  to  a  full-fledged  university. 
\n  American  Ivy  League  educa- 
1  has  long  been  prized  by  wealthy 
lilies  in  Asia,  the  Middle  East, 
1  elsewhere.  Now  more  and  more 
Idle-class  kids,  whose  English- 
guage  skills  won't  pass  muster  at 
varsities,  are  discovering  two- 
r  programs.  Keen  to  attract  these 
s  and  stand  out  in  a  crowded  field, 
ools  are  ramping  up  their  global 
rketing  efforts. 

t's  no  secret  why  Nguyen  and  her 
rs  are  descending  on  community 
leges.  Besides  being  easier  to  get 
D  than  universities,  they  also  cost 
less.  "The  notion  of  smart  shopping 
international  education  has  really 
;un  to  spread,"  says  Peggy  Blumen- 
1,  executive  vice-president  of  the 
titute  of  International  Education, 
'till,  foreign  students  pay  anywhere 
n  2  to  10  times  more  per  credit  than 
lis  because  they  are  from  out  of  state, 
it's  big  money  for  cash-strapped 
nmunity  colleges  at  a  time  when 
ny  states  are  cutting  funding.  With 


about  900  foreign  kids  on  campus,  Dia- 
blo Valley  College  in  Pleasant  Hill,  Ca- 
lif. ,  along  with  the  district's  two  other 
campuses,  generated  an  extra  $6  million 
in  revenue  last  year.  Beyond  the  income 
boost,  schools  say  foreign  students 
bring  a  multicultural  perspective  to 
campus.  Local  students  gain  interna- 


recruiters  and  sending  them  overseas. 
Tammy  Schofield,  hired  a  few  months 
ago  by  the  College  of  Lake  County  in 
Grayslake,  111. ,  gathered  2,500  names 
during  tours  through  Asia  and  the  West 
Indies.  "A  lot  of  people  in  the  U.  S.  still 
don't  know  a  lot  about  community 
colleges,"  Schofield  says.  "I  was  amazed 
that  [foreign]  students  knew  about  the 
community  college  model." 

The  most  popular  colleges  tend  to 
feed  big  universities.  Case  in  point: 
Diablo  Valley  College,  where  foreigners 
make  up  5%  of  the  student  population 
(vs.  1%  a  decade  ago)  thanks  largely  to 
the  institution's  proximity  to  the  Uni- 
versity of  California's  Berkeley  cam- 
pus. Gloria  Zarabozo,  head  of  global 
admissions,  says  though  only  about  30 
international  students  transfer  each 
year  to  Berkeley,  it's  a  big  selling  point. 

The  more  remote  the  school,  the 
more  inventive  the  marketing:  70  miles 
of  sandy  beaches  at  Brevard  Com- 
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tional  exposure  at  a  time  of  deepening 
globahzation.  As  you'd  expect,  most 
students  come  from  Asia,  but  more  and 
more  hail  from  Eastern  Europe,  Latin 
America,  and  the  Middle  East. 

It  all  adds  up  to  community  colleges 
falling  aU  over  themselves  to  attract 
attention  overseas.  They're  hosting  fairs 
in  cities  as  varied  as  Istanbul,  Mexico 
City,  and  Seoul,  collaborating  with 
foreign  high  schools  and  buying  ads  in 
local  papers.  Some  are  tapping  a  cottage 
industry  of  local  agents  that  has  sprung 
up  in  places  hke  Vietnam.  And  colleges 
are  creating  positions  for  international 


munity  College  in  Business  major 

Cocoa,  Fla.;  on-  Nguyen  came 

,  ,  to  Northwest 

campus  dorms  and         college  from 
17-person  classes  Vietnam 

at  Crowder  College 
in  Neosho,  Mo. ;  a  host  family  program 
and  airport  pick-up  at  Pierce  College  in 
Lakewood,  Wash.  Anything,  in  short,  to 
stand  out  amid  increasing  competition 
not  just  at  home  but  from  rival  schools 
in  Australia  and  Canada.  "We're  not 
the  only  game  in  town,"  says  Northwest 
College  recruiter  Bloom -Wilson.  "All 
of  a  sudden  we  are  realizing  we  have  to 
fight  for  these  students."  iBWi 
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Up  From  the 
Car  Brand 


Livery 


How  Ford  is  planning  to  buff  up  the  image  of  its 
troubled  Lincoln  luxury  line 


By  David  Kiley 

Ford  Motor  may  be  unloading  Jaguar 
Cars  and  Land  Rover,  but  that  doesn't 
mean  the  company  has  given  up  on 
the  luxury  car  business.  Now  that  its 
two  most  glamorous  divisions  are  on 
the  block,  Ford  is  pinning  its  hopes  on 
another  upscale  brand  that's  been  a  big 
disappointment:  Lincoln. 

After  more  than  a  decade  of  offering 
customers  vehicles  that  were  merely 
gussied-up  versions  of  less  expen- 
sive models  from  Ford's  lineup,  the 
company  is  planning  to  roll  out  designs 
unique  to  Lincoln.  The  initial  offering 
will  be  the  four  -  door  MKS  sedan,  to  be 
introduced  this  fall.  In  2010,  Ford  hopes 
to  launch  the  luxury  MKT  crossover 
sport  utility  vehicle  first  unveiled  at  the 
Detroit  auto  show  on  Jan  14.  A  potential 
sports  car  is  also  on  the  drawing  board. 

The  new  strategy  represents  a  big 
change  of  heart  for  Detroit's  second- 
biggest  auto  manufacturer.  Executives 


had  lost  their  faith  in  Lincoln.  But  new 
Chief  Marketing  Officer  James  D.  Far- 
ley, whom  CEO  Alan  R.  Mulally  lured 
from  Toyota  Motor  to  rethink  Ford's 
product  lineup  and  brand  strategies, 
believes  he  can  entice  fortysome- 
things  and  foreigners.  "Lincoln  is  not 
a  damaged  brand,  it  is  one  that  has 
been  neglected,"  says  Farley,  whose 
grandfather  owned  a  Lincoln  dealer- 


ship in  Grosse  Pointe,  Mich.,  befon 
World  War  II. 

This  is  a  notion  that,  not  so  long* 
would  have  been  dismissed  at  com- 
pany headquarters.  Just  six  months 
before  Farley  arrived  in  October,  20 
a  proposal  to  export  Lincolns  overs 
was  shot  down  by  Ford  brass.  "Thei 
wasn't  a  lot  of  confidence  that  Lino 
could  go  up  against  the  Asians  and ' 
Europeans,"  says  Ford  Americas  Pr(i| 
dent  Mark  Fields. 

But  Farley  believes  his  predecessi 
underestimated  the  brand's  potentil 
When  he  was  helping  Toyota  introd 
Lexus  to  developing  markets  such  a 
China,  India,  and  Russia,  Farley  em 
the  way  Lincoln  Town  Car  limos,  in 
ported  from  the  U.S.  by  private  com 
nies,  buzzed  around  airports,  hotel? 
and  other  high-visibility  locations.' 
"Operating  then  as  a  Ford  competit^ 
it  always  seemed  like  a  lost  opportui 
not  to  sell  Lincolns  at  retail  in  marki 
where  the  limousines  are  known,"  s 
the  45-year-old  Farley. 

The  difference  in  his  assessment! 
Lincoln's  prospects  stems  in  part  fi! 
the  difference  in  his  assessment  of  ■ 
Town  Car  itself.  Depending  on  whc 
you  ask,  America's  most  popular 
executive  livery  vehicle  is  either  th' 
brand's  greatest  strength  or  curse. 


PLAYBOOK 


New  CMO  James  Farley  is  repositioning  the  stodgy  Lincoln 
brand  to  appeal  to  fortysome^ing  car  buyers 


OFFER  UNIQUE 
PRODUCTS 

For  the  past  10  years, 
Lincolns  have  simply 
been  fancy  Fords.  Now 
the  brand  is  about  to 
offer  more  of  its  own 
exclusive  designs. 


EMPHASIZE 
PRACTICALITY 

Lincolns  boast  strong 
customer  approval  rat- 
ings and  better  mileage 
than  most  peers.  Farley 
will  promote  them  as 
a  form  of  "responsible 
luxury." 


SPEAK  SOFTLY 

Unlike  Cadillac,  which 
used  a  glitzy  rock  'n'  n 
ad  campaign  to  help 
spark  a  turnaround, 
Ford  plans  to  rely 
more  extensively  on 
word-of-mouth 
arketing. 
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^e  search  for  better  tasting  foods  is  a  never-ending  pursuit 
)r  food  companies.  Their  quest  often  brings  them  to  Grasse, 
ranee,  where  Cargill  operates  one  of  its  many  flavor  facilities 
round  the  world.  Here,  flavorists  team  with  application  and 
3nsory  experts  to  create  unique  flavor  profiles  that  give 
)od  and  beverage  companies  their  proprietary  recipes, 
's  both  art  and  science.  And  though  we  work  with  thousands 
f  companies  and  products  all  over  the  world,  their  secrets 
'8  safe  with  us.  This  is  how  Cargill  works  with  customers. 
ol laborate    >    create    >    succeed 


AV 


Yi^ 


w.cargillcreates.com 

SCargili,  Incorporated 


Nourishing  Ideas.  Nourishing  People'  m 


068 


Old-style 
glamour:  Rita 
Hayworth  with 
her  Lincoln 
Continental 


the  one  hand,  thousands  of  wealthy 
people  ride  in  Town  Cars  every  day. 
On  the  other,  many  of  them  perceive 
it  as  just  a  backseat  ride.  The  soft, 
couchlike  driving 
experience  is  not 
what  many  luxury 
car  buyers  want 
when  they  are  at 
the  wheel.  And  the 
fact  that  Town  Cars  are  the  basis  for 
most  hearses  built  in  America  adds,  in 
some  people's  minds,  to  the  brand's 
ponderous  image.  "I  just  can't  see  my- 
self in  the  front  seat  of  a  Lincoln,"  says 
Peter  Carney,  53,  a  corporate  attorney 
in  Manhattan. 

Farley's  plan  is  not  to  aim  for 
Carney's  generation  of  baby  boom- 
ers, who  already  have  largely  rejected 
Lincoln.  Rather,  he  is  targeting  their 
immediate  successors,  consumers  in 
their  early  40s.  He  believes  this  group 
is  more  open-minded  about  Lincoln 
and  willing  to  accept  it  as  a  retro -hip 
brand.  He  likens  it  to  products  such  as 
Puma  shoes  and  Old  Style  beer.  "These 
brands  were  rediscovered  without 


overt  attempts  by  their  owners  to 
advertise,"  Farley  says.  "Why?  Because 
they  are  authentic." 

Farley's  positioning  of  Lincoln  is  in 
marked  contrast  to  General  Motors' 
handling  of  C  adillac — a  once  -  floun  - 
dering  luxury  line  that  has  enjoyed  a 
turnaround.  Where  GM  created  a  flashy 
image  of  a  vehicle  promoted  with  Led 
Zeppehn  songs  and  bought  by  celebri- 
ties. Ford  is  taking  a  down-to-earth  ap- 
proach with  Lincoln.  Farley  labels  the 
new  MKS  sedan  a  "responsible  luxury" 
car.  Its  V- 6  engine  generates  as  much 
horsepower  as  a  V-  8,  he  notes,  but  gets 
20%  better  mileage. 

Not  everybody  is  convinced  the 
sales  pitch  will  work.  It  "is  going 


to  be  pushing  hard  uphi 
with  a  new  generation  0 
buyers,"  says  Dan  Gorre 
president  of  consulting  i 
AutoStrategem. 

But  Farley  is  hoping  tl 
Lincoln's  rising  customi 
satisfaction  and  quality 
scores  will  win  over  atte 
five  consumers.  Accor± 
the  most  recent  Initial  Quality  StU 
pubhshed  by  J.D.  Power  &  Associji 
(like  BusinessWeek,  part  of  The  M 
Graw-Hill  Companies),  Lincoln  n 
No.  4.  The  vehicles  will  appeal  to 
"  independent  -  minded  people  wb 
attention  to  the  research  they  iind 
the  Internet,"  he  says.  In  2007,  Liit 
sold  131,000  vehicles,  vs.  215,000 
Cadillac  and  330,000  for  Lexus. 

At  the  moment,  the  Lincoln  To^ii 
Car  is  scheduled  to  go  out  of  prodJ 
tion  in  2011.  But  Fields  says  it  co 
be  replaced  with  something  simili 
"Mercedes-Benz  is  the  taxicab  of 
choice  in  Germany,  which  shows  i 
have  the  right  products,  being  thei 
port  car  won't  hurt  you,"  he  says 
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apping  the 
eetotaling  Gene 

)out  one -third  of  East 

;ians  carry  a  genetic 

atation  that  causes 

em  to  steer  clear  of  al  - 

hoi.  When  they  drink, 

eir  hearts  race,  their 

;es  turn  red,  and  many 

them  feel  queasy.  Now 

ientists  at  the  Univer- 

y  of  Chile  are  trying  to 

velop  a  gene -therapy 

jatment  for  alcoholism 

at  would  duphcate  the 

:ects  of  the  mutated  gene. 

The  researchers  took  rats  spe- 

illy  bred  to  be  prone  to  alcoholism 

d  fed  them  an  ethanol  solution  roughly 

e  strength  of  beer.  Then  they  injected 

me  of  the  rats  with  a  gene  that  inhibits 

e  body's  ability  to  metabolize  alcohol. 

.  first,  the  gene -treated  animals  con- 

lued  to  crave  the  beverage,  consuming 

e  equivalent — in  human  terms — of 

ven  beers  per  hour,  scientists  reported 
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in  the  January  edition  of  Alcoholism: 
Clinical  and  Experimental  Research.  But 
the  rats  soon  showed  signs  of  revulsion 
similar  to  the  experience  of  people  with 
the  mutation,  prompting  the  lab  animals 
to  cut  their  consumption  by  roughly  half. 
-Arlene  Weintraub 


BIONIC  ATHLETES 


A  Robo-Soccer 

Legend  in  the  Making 

In  the  nerdy  world  of  robotics,  where  compa- 
nies and  individuals  compete  to  create  the  most 
versatile  mechanical  creatures,  dog-like  AIBO 
robots  were  stars.  Made  by  Sony  and  sold  to  ro- 
bot fans  everywhere,  AIBOs  performed  in  teams 
playing  soccer  each  year  at  an  international 
event  called  RoboCup.  Until  two  years  ago,  that 
is,  when  Sony  stopped  making  the  dogs.  But 
fans,  fear  not.  RoboCup  organizers  have  picked 
a  successor  for  the  July,  2008,  match  in  Suzhou, 
China.  It's  24 -inch- tall  Nao  (left),  from  Paris- 
based  Aldebaran  Robotics.  The  $4,400  robot 
is  so  easy  to  program  that  it  won't  require  a 
manual  when  it  ships  to  consumers  next  sum- 
mer, says  Aldebaran.  -Jennifer  L.  Schenker 


SURGERY 


Minimally  Invasive, 
Minimized 

Laparoscopy  transformed 
surgery  by  reducing  the  need 
to  make  large  incisions  for 
procedures  such  as  appen- 
dectomies. Instead,  surgeons 
could  make  a  few  smaller 
cuts,  or  ports,  to  insert 
cameras  and  tools  into  the 
body.  The  ports  healed 
more  quickly,  speeding 
recovery.  Now  laparos- 
copics can  be  performed 
with  just  one  small  cut. 
TransEnterix  of  Durham, 
N.C . ,  has  consolidated 
cameras,  lights,  and  blades 
into  a  single  instrument; 
inserted  through  a  port,  the 
device  fans  out.  "It's  like 
putting  your  hand  through 
a  small  hole  and  opening  all 
your  fingers,"  says  Dr.  Marc 


Bessler,  director  of  New 
York- Pre  sb5d:erian  Hospital's 
Minimal  Access  Surgery 
Center,  who  has  no  financial 
stake  in  TransEnterix.  But  the 
advantage  is  mostly  cosmetic, 
Bessler  adds:  "You  get  rid  of 
scars,  you  don't  get  rid  of  pain 
or  shorten  recovery." 
-  Brian  Burnsed 
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HE  DOWNSIDE  OF 
AARKET-PROOFANNUITIES 


By  Anne  Tergesen 


I  sales  pitch  sounds  great,  especially  given  the  stock  market's  recent  woes:  Invest  in  stocks  using 
)pular  retirement  savings  vehicle  and,  for  an  extra  layer  of  fees,  you'll  get  protection  from  market 
lines  and  a  guaranteed  pension-like  income  for  life.  And  you  won't  give  up  the  ability  to  profit  when 
:ks  recover.  |  With  baby  boomers  nearing  retirement  and  corporations  scaling  back  defined -benefit 
sion  plans,  the  insurance  industry  is  adding  guarantees  called  living  benefits  to  the  plain  old  variable 


lity.  The  over -50  set  is  snapping  them 
Since  2005,  VA  sales  have  risen  18%,  after 
nating  earher  this  decade.  "Living benefits 
!  been  the  primary  driver,"  says  Michael 
eorge,  general  counsel  at  the  National 
)ciation  for  Variable  Annuities  (NAVA). 
rers  say  more  than  80%  of  VA  contracts 
offer  the  new  breed  of  benefit, 
it  there  are  serious  downsides  to  these 
;fits.  The  fees  can  raise  the  already  high 
of  VAs  to  over  3%  of  assets  per  year.  And 
ine  print  in  many  of  the  contracts  may 
ice  the  value  of  the  guarantees.  Moreover, 
e  are  cheaper  ways  to  get  similar  results, 
[inuities,  which  allow  you  to  convert  a 
nent  into  a  monthly  income  for  hfe,  come 
any  varieties.  Fixed  annuities  establish 
icome  stream  at  the  time  of  purchase.  But 
I  a  variable  annuity,  you  won't  know  exactly 
t  you'll  end  up  getting,  since  your  account 
e  will  fluctuate  with  the  markets.  Much 
a  40i(k)  or  Individual  Retirement  Account, 
e  allow  you  to  invest  in  stocks,  while  defer- 
taxes  on  gains.  Of  course,  VAs  also  give  you 
option  of  turning  the  pot  of  accumulated 
ley  into  a  stream  of  payments  for  life— in 
ir  words,  into  an  annuity, 
tie  basic  transaction  is  simple.  You  give  the 
rer  money  in  a  lump  sum  or  installments 
choose  between  an  array  of  stock  and  bond 
is.  You  can  transform  whatever  has  built  up 
an  annuity,  or,  after  age  59  Vz,  withdraw  it 
lout  penalty.  Of  course,  if  the  market  tanks, 
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the  value  of  your  assets— along  with  the  pay- 
ment stream  you'll  derive— will,  too. 

Living  benefits  promise  to  protect  against 
that.  The  insurer  guarantees  your  account 
won't  fall  below  the  sum  you  invested.  Often, 
these  contracts  deliver  more— a  5%  annual 
return  is  typical,  plus  an  inheritance  for  heirs. 
And  if  stocks  soar,  you  won't  miss  out:  Under 
certain  circumstances,  the  insurer  will  base 
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RETIREMENT 


your  payments  on  your  account's  actual  appre- 
ciated value,  instead  of  your  investment. 

The  appeal  of  a  guarantee  is  obvious.  But  in 
the  fine  print  are  arrangements  designed  to  pro- 
tect insurers  that  may  reduce  the  value  of  your 
benefit.  Examples  include  provisions  that  hmit 
investment  options  and  expose  you  to  a  greater 
hit  from  fees,  and  the  risk  of  missing  a  market 
recovery.  Then  there's  the  expense:  Adding  a 
living  beneiit  typically  raises  the  hefty  fees  VAs 
charge— 2. 44%,  on  average—by  0.5  to  1.5  per- 
centage points.  In  contrast,  the  average  stock 
fund  charges  1.4%.  "Investors  need  to  evaluate 
whether  the  guarantee  is  worth  what  they'll 
pay,  not  only  in  fees  but  in  the  drag  some  of 
these  arrangements  will  create  on  returns,"  says 
Frank  O'Connor,  a  variable  annuity  special- 
ist at  Morningstar.  David  Odenath,  president 
of  Prudential  Annuities,  says  that  without  the 
guarantees,  retirees  might  skip  stocks  entirely, 
missing  out  on  the  potential  for  higher  returns. 

The  products,  with  names  like  guaranteed 
minimum  income  benefit  (GMIB)  and  guaran- 
teed minimum  withdrawal  beneiit  (GMWB),  fall 
into  two  categories.  One  lets  you  begin  getting 
guaranteed  payouts  quickly.  The  other  may 
provide  slightly  higher  payments,  but  before 
you  can  receive  a  guaranteed  income  there's  a 
multiyear  wait.  And  once  payments  kick  in,  you 
can  no  longer  touch  the  nest  egg.  To  see  how  the 
guarantees  work,  BusinessWeek  examined  the 
prospectus  for  the  Prudential  Premier  Series 
Annuity,  a  variable  annuity  offering  both  kinds 
of  guarantees. 

WAITING  GAME 

With  the  GMIB,  an  investor  opens  an  account 
and  transfers  a  one-time  sum  or  builds  up 
savings  over  years.  Before  lifetime  income 
payments  can  begin.  Prudential  imposes  a 
seven-year  waiting  period.  It  guarantees  an 
annual  5%  rate  of  return,  so  a  $100,000  invest- 
ment would  produce  $140,708  seven  years  later. 
But  if  your  investments  appreciate  by  more  than 
the  guaranteed  5%,  you  can  step  up  the  value  of 
your  account  and  lock  in  the  guarantee  on  the 
actual  worth.  The  5%  return  then  kicks  in  on 
that  amount.  You  can  do  this  twice;  each  time 
restarts  the  waiting  period. 

After  seven  years,  you're  free  to  start  re- 
ceiving lifetime  payments.  To  calculate  the 
minimum  you'll  get.  Prudential  takes  your 
account's  guaranteed  value-  $140,708,  in  the 
above  example.  Then  it  factors  in  an  annual 
growth  rate  for  the  assets  and  divides  by  your 
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life  expectancy.  But  you'll  pay  about  2%  a  year 
in  fees  to  get  that  5%  guaranteed  return.  And 
when  calculating  lifetime  payouts.  Prudential 
adds  five  years  to  your  expected  time  on  this 
earth.  That  cuts  the  payments  since  it  spreads 
that  $140,708  over  more  years. 

Moreover,  some  provisions  in  the  fine  print 
protect  Prudential  from  incurring  losses— at 
your  expense.  Say  the  value  of  your  ac- 
count falls  below  the  amount  you  invested,  to 
$80,000  from  $100,000.  Prudential  will  assess 
its  2%  fee  on  the  full  $100,000.  So  you'd  pay 
$2,000,  or  2.5%  of  the  actual  $80,000  balance. 

The  second  living  benefit  -  the  GMWB  - 
guarantees  you  can  withdraw  up  to  5%  of 
the  amount  invested  for  the  rest  of  your  life, 
starting  any  time.  Again,  Prudential  assures  a 
5%  return.  If  the  market  surges,  there  are  ways 
to  reset  your  account  value  so  you  won't  miss 
out.  In  one  Prudential  version,  Highest  Daily 
Lifetime  Five  (HDLF),  you  can  do  this  daily. 

Once  you  begin  withdrawals,  the  5%  bump- 
ups  stop,  though  you  can  still  periodically 
lock  in  market  gains.  To  reduce  odds  of  a  loss. 
Prudential  makes  you  use  one  of  11  diversified 
investments.  If  the  market  tanks,  it  can  move 
money  in  an  HDLF  account  from  stocks  to  more 
conservative  assets.  But  when  stocks  recover, 
less  of  the  portfolio  will  take  part  in  the  rally. 

This  form  of  benefit  is  tax-inefficient.  As 
with  a  40i(k),  you  pay  ordinary  income  tax 
of  up  to  35%  on  profits  you  withdraw  from  a 
GMWB.  The  same  goes  for  a  GMIB.  But  the  tax 
hit  is  spread  over  time,  since  a  portion  of  the 
payments,  deemed  a  return  of  principal,  is  tax- 
exempt.  With  a  GMWB,  the  IRS  assumes  you 
withdraw  profits  first.  Until  you  spend'down 
profits,  you'll  pay  tax  on  all  money  you  take  out. 

Shop  around  for  living  benefits.  Fidelity 
recently  came  out  with  a  lower-cost  version. 
New  York  Life  takes  a  different  tack.  It  recom- 
mends pairing  mutual  funds  with  a  fixed  annu- 
ity. For  the  same  investment,  these  produce  a 
far  higher  income.  Among  potential  downsides: 
Unless  you  buy  a  death  benefit,  the  insurer  can 
keep  what's  in  your  account  when  you  die.  1 BW 1 
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Growth  in  sales 
variable  annujtiil 
2005-07 

Data:  NAVA 
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Variable  annuity 
customers  who 
buy  a  living  bem 

Data:  Prudential 


FOmSOME  CHILDREN,  THIS 
IS  A  NORMAL  ACTIVITY. 

For  millions  of  children,  childhood  is  little  more  than  trips  to  the        '^^ 
doctor,  weeks  in  bed  and  missed  playdates.  Missed  everything. 
,  ;   ^       They  suffer  from  PI.  Primary  Immunodeficiency.  A  defect  of  the  immune 
system  that  causes  children  to  be  sick  over  and  over  again.  Identifying 
patterns  in  your  child's  health  problems  could  lead  to  early  detectici 
Which  can  lead  to  something  else.  A  normal  life  for  your  child  and  ^ 

To  learn  more,  visit  us  on  the  web  or  call  1-866-INFO-4-PI.        j 

Jeffrey  Modell  jll  Foundation      -M 

^^  www.info4pi.org 
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Give  A  Child  With  A^left 

d  Chance  At 


•ll 


Millions  of  children  in  developing  countries  are  ' 
suffering  with  cleft  lip  and  palate.  Condemned  to  a 
lifetime  of  pain  and  suffering. 

The  good  news  is  virtually  all  of  these  children  can 


be  helped.  The  Smile  Train  provides  life  changing 
cleft  surgery  which  takes  as  little  as  45  minutes  ami 
costs  as  little  as  $250.  It  gives  desperate  children  r 
just  a  new  smile — but  a  new  life. 


□  $250  Surgery  for  one  child. 

□  $125  Half  the  cost  of  one  surgery. 


Mr./Mrs./Ms 
City 


.  State  , 


□  $ 

n$. 

.  Address 

Zip 


50  Medications  for  one  surgery. 

We'll  gratefully  accept  any  amount. 


.  eMail 


Telephone 

Charge  my  gift  to  my  credit  card:   d  Visa       O  MasterCard       C]  AMEX       d  Discover 

Account  No.  Exp.  Date 

Signature 

Please  send  check  to:  The  Smile  Train-Dept.  Mag. 
P.O.  Box  96231 
Washington,  DC  20090-6231 


Z08011004ZFAY15 


Seven  Yei 

250,0( 

Surgeri' 

*  TheSmileTra] 

i^liaiigiii^  Ihe  World  One  Sniilt*  At  A 


Donate  online:  www.smiletrain.org  or  call:  1-877-543-7645 


100%  of  your  donation  goes  toward  programs  —  0%  goes  toward  overhea( 


A  Healthy  Diet  During  Pregnancy  Can  Help  Prevent  Birth  Defects  And  Clefts.  Diet  is  an  important  part  of  pregnancy.  Eat  a  healthy  diet  that  contains  lots  o 
and  vegetables  and  foods  fortified  with  folic  acid.  According  to  the  U.S.  Government,  women  who  plan  to  have  a  child  should  be  sure  to  take  sufficient  levels 
folic  acid  (400  micrograms  per  dayi  during  pregnancy  to  help  prevent  neural  tube  defects  and  reduce  the  risk  for  cleft  lip  and  palate.  When  folic  acid  is  take 
month  before  conception  and  throughout  the  first  trimester,  it  has  been  proven  to  reduce  the  risk  for  neural  tube  defects  by  50  to  70  per  cent.  Be  sure  to  re  | 
proper  prenatal  care,  Quit  smoking,  and  follow  your  health  care  provider's  guidelines  for  foods  to  avoid  during  pregnancy.  Foods  to  avoid  may  include  raw  or 
undercooked  seafood,  beef,  pork  or  poultry;  delicatessen  meats;  fish  that  contain  high  levels  of  mercury;  smoked  seafood;  fish  exposed  to  industrial  pollutar 
raw  shellfish  or  eggs;  soi.  cheeses;  unpasteurized  milk;  pate;  caffeine;  alcohol;  and  unwashed  vegetables.  For  more  information,  visit  wvwv.SmileTrain.org. 

*A1I  nonprogram  expenses  are  paid  tor  with  start-up  grant-  from  our  founding  supporters.  The  Smile  Train  is  a  501  (c)(3)  nonprofit  recognized  by  the  IRS,  an 
donations  to  The  Smile  Train  an  t.ix-deductible  in  accordance  with  IRS  regulations.  ©  2008  The  Smile  Train. 


Zelebrating  Life.        Z^ 
Empowering  Hope. 
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HOT  STIRRED 


February  24,  2008  -  Festival  Pavilion,  Fort  Mason 

Join  us  for  on  evening  of  fast  cars,  fine  food  and  top-notcfi  drinks  at  SF's 
biggest  Academy  Awards  bash.  Proceeds  benefit  Bay  Area  HIV/AIDS 
organizations.       erve  tickets  at  academyoffn'enids.brgor  cojl  415.995.9890 
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.Vlercede.s-Benz 
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Recharge 
your  belief  in 
public  service. 


W         Visit   the   JFK    Presidential    Library   and   Museum    •   Columbia    Point,    Boston    •  jfk library. org 
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ssssssssissiiJ  Marketplace 


For  Ad  Rates  and  Information  Phone:  (312)  464-0500  •  Email:  MMiller@classifiedinc.com 


Watches 


\- 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 
Call  for  Free  Catalog! 

1-800-941-2054 
vw.holidaygroup.com/bw 


Business  Services 


How  DOES  YOUR 

WEBSITE  LOOK 
ROM  A  CELLPHONE? 
Visit 

ww.MobiWeb.mobi 
r  call  602-820-1300 


iness/Career  Opportunities 


Rated  One  of  fli^""^ 
rOPBUSrNESSES 
for 2007 


lusiness  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
USINESS  LOAN  COMPANY 

experience  needed,  we  support  you! 
arrange  business  loans  and  leases 
■omSIOk- $10  million, 
tork  directly  with  national  lenders, 
inlimited  earning  potential  and 
jsldual  income. 


Call  now  to  receive  a  FREE 
DVD  Seminar  and  Brochurel 

800-336-3933 


www.viewbfc.com 
e  Loan  Consultants,  Inc,  since  1 983 


ERCY  EFFICIENCY  BUSINESS 


Start  your  own  business  as  an 
nergy  Management  Consultant 

manufacturer  with  a  range  of  cuttmg- 
e  technologies  proven  to  significantly 
ice  energy  consumption  ,n  commerce 
industry  seeks  overseas  distributors 

(0)1872  223000  or  www.somars.com 


www.verynicewatch.com 


Uncommon 
Swiss 
"AND  German 
Watches 

$300    TO    $3,000 


Gifts 


VALENTINE'S  DAY 


•  24  Assorted  Roses 

•  Ruby  Glass  Vase 

•  Box  of  Chocolates 

•  Fresh  for  7  Days 

•  Guaranteed  Delivery 
for  Valentine's  Day 

All  for  just 

For  special  savings,  go  to: 

www.ProFlowers.com/BizWeek 

or  call  866.808.9143 
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Marketplace  Advertisers 


BusinessWeek's  Marketplace 

•  Advertise  in  the  BusinessWeek 
Marketplace  and  reach  nearly 
5  million  responsive  readers. 

Call  312-464-0500  or  emal 
MMiller@classifiedinc.com 


Office  Furniture/Products 


FREE  SHIPPING 

Absolutely  No  Hidden  Costs  or  Fees  &  No  Minlmums 

Extensive  Online  Catalog 

-^  ks.  Chairs,  Files.  Tables  &  Bookcases 


^PLANET 

/f\     OFFICE  FURNITURE 

www.PlanetOfficeFurniture.com  | 
fge^k  1-866-380-4978 

,  Authorized  Online  Dealer  for 


US  MARKERBOARD"'  The  Whiteboard  Specialists 
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R^weMbeir  to  use 

prOvO  COA&  BW08 

S%  OFF 

^Ouir  OrJiAr- 


^ 


S 


,    For  Special  Discounts  and  Incentives    iT^ 
Visit  www.USMarkerboard.com/BW 

~  Call  Toll  Free  1-800-791-2946  ~ 


Travel  Tours 


ABSOLUTE 


TUESDAY,  FEBRUARY  1 2,  2008  •  2PIV1 

OCEANFRONT  -  Key  Largo,  FL 

Live  the  good  life  in  a  magnificent  Oceanfront  Villa 
in  the  heart  of  Key  Largo.  Located  in  the  coveted 
resort  and  marina  community  of  Mariner's  Club,  these 
seven  spacious  condominiums  present  a  level  of  luxury 
and  style  unsurpassed  in  the  Florida  Keys. 

•  Ocean  Views  in  All  Units 

•  Extremely  Large  Terraces 

•  2,  3,  &  4  Bedroom  Units 

•  Community  Marina,  Dive 
Shop,  Pier,  &  More! 


Grand  estates 

AUCTION  COMPANY' 

call  for  a  FREE  color  brochure 

1.800.552.8120 


www,G-E-A,com  •  Robert  Kirk  FLAU3384  /  BK31 57296 


•Real-time  traffic  monitoring  available  only  in  select  markets.  First  90  days  of  service  included.  Real-time  traffic  requires  monthly 
XM  NavTraffic™  subscription.  ©  2007  Acura.  Acura,  RDX  and  i-VTEC  are  trademarks  of  Honda  Motor  Co.,  Ltd.  Zagat®  Restaurant  Ratings  am 


VARIABLE  FLOW  TURBO.  INSTANT  RESPONSE  FOR 
THE  INSTANT-MESSAGING  CROWD. 


The  Acura  RDX.  Everything  about  it  delivers  instant  gratification.  Its  i-VTEC* 
engine  features  a  turbocharger  so  advanced  it  greatly  minimizes  tag.  While 
innovative  luxuries  like  its  available  voice-activated  navigation  with  real-time 
traffic*  and  Zagat®  restaurant  reviews  deliver  information  the  way  you'd  expect. 
On  demand.  See  it  at  acura.com  or  call  1-800-To-Acura  Advancing  acceleration. 


® 


ACUFI 

A  D  V  A  N  ( 


1)79  Media  Centric 
)80  Inside  Wall  Street 
)82  Feedback 
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n  End-Flight  Around  Charters 

h  three-seaters  and  sharp  math,  DayJet  aims  to  make  on-demand  travel  affordable 


ou  wanted  to  travel  the  300  miles  from  Boca  Raton  to  Gainesville, 
.,  you  could  get  in  your  car  and  drive  for  about  five  hours,  traffic 
mitting.  Or  you  could  pop  down  to  Fort  Lauderdale,  pay  $500  or 
re  for  a  round -trip  ticket  to  Gainesville,  and  embark  on  a  flight  that 
lid  take  at  least  four  hours,  with  changes  in  Tampa,  Atlanta,  or 


ilotte,  N.C.  Alternatively,  you 
Id  pay  more — the  exact  amount 
ends  on  how  flexible  you  are  about 
ing— and  fly  nonstop  on  DayJet  in 
than  an  hour. 

ayjet,  which  began  service  in 
ober,  exploits  advances  in  avia- 
i,  computer  technology,  and  some 
iiisticated  mathematics  to  offer 
w  kind  of  air  service.  It  flies  tiny 


three-passenger  Eclipse  500  jets,  part 
of  a  novel  breed  of  light ,  ultra  -  fuel  -  ef- 
ficient planes. 

The  real  secret  behind  DayJet  is 
computational  wizardry  that  lets  it 
provide  on-demand  service  for  con- 
siderably less  than  charters.  The  com- 
pany currently  offers  service  to  what 
it  calls  "DayPort"  cities— specifically 
Boca,  Naples,  Lakeland,  Gainesville, 


Tallahassee,  and  Pensacola 
in  Florida  and  Savannah,  Ga. 
It  will  also  fly  passengers  be- 
tween these  DayPorts  and  28 
other  small  airports  in  Florida 
and  neighboring  states,  as 
long  as  the  flight  originates  or 
terminates  in  a  DayPort. 

Customers  pay  a  $250  an- 
nual membership  fee— some- 
thing CEO  Ed  lacobucci 
insists  on  mainly  to  discour- 
age casual  customers  who  are 
just  checking  out  the  service. 
The  fee  gives  customers  ac- 
cess to  the  scheduHng  Web 
site.  A  traveler  selects  a  route, 
a  date,  and  a  time  window 
for  the  trip,  and  the  system 
computes  a  price.  The  nar- 
rower the  time  window,  the 
higher  the  price.  For  example, 
requesting  a  flight  from  Boca 
to  Gainesville  between  6  a.m.  and 
noon  got  me  a  one-way  fare  of  $353. 
Narrowing  the  time  to  6  a.m.  to  10  a.m. 
raised  the  price  to  $566,  and  8  a.m.  to 
10  a.m.  took  it  to  $1,032. 

Making  this  work  requires  real- 
time compilation  of  a  schedule  that 
meets  all  the  passenger  requests  and  is 
optimized  for  efficient  use  of  crew  and 
aircraft.  And  the  data  must  be  recom- 
puted whenever  a  passenger  request 
comes  in  or  weather  or  an  equipment 
problem  forces  a  schedule  change. 

Mathematically,  this  task  is  closely 
related  to  the  notorious  problem  of 
finding  the  best  multicity  route  for 
a  traveling  salesman.  As  in  the  math 
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World  Business  Forum 

SEPTEMBER  23-24,  2008  -  RADIO  CITY  MUSIC  liALL' 

JIM  COLLINS  .,,    , 

One  oj  ihe  most  respected  management  thinkers  alive 

COLIN  POWELL 

Revered  statesman  &  Four -Star  General 

MADELEINE  ALBRIGHT        , 

ttrst  ii:or,iai!  to  be  named  U.S.  Secretary  nf  State 

JACK  WELCH 

The  mo-~t  admired  CEO  in  the  iiortd 

MICHAEL  PORTER 

The  most  irijluential  living  strategist 

MARCUS  BUCKINGHAM 

Wnrld-rcnoiined  expert  in  rmploiec productivity 

MUHAMMAD  YUNUS 

Charnpion  of  micro -credit 

JOHN  CHAMBERS 

Chairman  and  CEO  oj  Cisco  Systems 

DAVID  RUBENSTEIN 

Private  equity  mOi:u! 

BILL  GEORGE 

One  of  the  top  business  leaders  of  the  past  25jeors 

TERRY  LEAHY     Mmi^ 

The  dnring  force  behind  Tes(.a  and  cutting- edge  retail  innovation 

ANTOINE  VAN  AGTMAEL 

Investment  guru  ivho  coined  the  term  "emerging  markets" 

ROGER  AGNELLI 

Presideni  fi-  CEO  ofCompanhi'a  Vale  de  Rio  Doce  -  Braid 

NARAYANA  MURTHY 

Chairman  and  Chief  Mentor  of  Injosys  Technologies  Limited  -  India 


ou 


Over  two  days  at  the  World  Business  Forum,  hear  the  unique  perspectives  of  management  icons. 
Learn  from  the  business  greats  who  are  driving  the  global  economy  and  shaping  the  industry  of 
tomorrow.  Plus,  capitalize  on  this  opportunity  to  connect  with  your  peers  from  around  the  globe. 

Don't  miss  the  opoortniiity  to  participate  in  this  spectacular  meeting  of  the  minds. 

For  registration  or  more  information,  visit  www.wbfny.com  or  call  212  317  8454. 


I  tii.     ,01 V  best  in  manaqement  visit  wwwhsmglobal.com 


better  work,  better  life 


Novell 


Ictantlty  &  Security  Solutions 


IMOKIA 


A  DE  LTA 


Media  Sponsors 


THE  WALL  STREFT .JOURNAL. 
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problem,  it's  impossible  to  comp™ 
the  single  most  efficient  schedule. 
But  Dayjet  scientists  have  develop 
techniques  to  find  a  "good  enough 
solution  that  gets  them  within  a  cc( 
of  percentage  points  of  perfections 
real-time  computation. 

A  big  challenge  is  that  the  compj 
ity  of  the  problem  explodes  as  the 
number  of  cities  and  aircraft  growv 
plan  for  an  eventual  network  of  da 
of  cities  and  hundreds  of  aircraft, 
Dayjet  feeds  the  information  it  haa 
gathered  about  customer  behavior 
and  aircraft  performance,  plus  actt 
weather  conditions,  into  a  model  tl 
simulates  a  system  of  up  to  500  plil 
serving  100  cities. 

You  won't  confuse  a  Dayjet  fligll 
with  a  luxury  executive  charter.  Tl' 
interior  of  the  Eclipse  is  cramped  i 
spartan,  more  minivan  than  Gulf- 
stream.  But  the  seats  are  comfortsi 
enough,  and  you  have  the  all-arovi 
visibility  you  can  only  get  in  a  sma; 
plane  where  the  flight  deck  is  partt 
the  cabin.  The  interior  is  remarkal 
quiet,  even  when  the  engines  are  ri 
ning  at  full  power.  And  you  don't  1 
to  take  off  your  shoes  or  empty  yo  1 
pockets  for  security.  You  do,  howtt 
have  to  step  on  a  scale;  load  and  b? 
ance  are  critical  in  a  plane  that  wee 
about  as  much  as  a  Lexus  ES350. 

Miami  lobbyist  Ronald  Book  is 
Dayjet  frequent  flyer.  He  felt  cran  « 
by  Delta's  limited  nonstop  service  Jo 
Miami  to  Tallahassee.  "If  you  war  0 
maximize  your  day,  those  schedu: ' 
don''t  work  real  well,"  he  says.  Anc  *; 
ing  $1,400  to  $2,800  for  a  round-  ip 
a  bargain  compared  with  $6,000  8( 
for  a  charter. 

Dayjet  is  never  going  to  fly  the 
New  York- Chicago  run  or  any  otl 
route  that  has  cheap,  frequent  flij  ts 
But  I  predict  this  service  will  deh|  I 
businesspeople  who  travel  betwe 
smaller,  underserved  cities,  ibwi 


OPINION 


EDIA  CENTRIC   JON  FINE 


he  (Pay)  Envelope,  Please 

car  night  may  finally  give  striking  writers  the  clout  they  need 


079 


e  the  Republicans  in  the  early  part  of  this  decade,  network 
's  power  has  enjoyed  more  than  a  touch  of  Teflon.  I  This  is  true 
ticularly  where  advertisers  are  concerned.  Ratings  steadily 
;lining?  Funny,  TV's  share  of  ad  spending  isn't.  TiVo  users  skip 
;?  Whatever,  buddy.  Be  sure  to  cough  up  $2  million-plus  for  that 


ler  Bowl  ad  on  the  way  out . 
ut  then  came  this  writers'  strike, 
ch  began  Nov.  5  and,  at  the  time  of 
1  writing,  shows  no  sign  of  end- 
,  Many  top-rated  scripted  shows, 
)ng  them  Grey's  Anatomy  and  CSI, 
about  to  run  out  of  new  episodes, 
s  will  change  everything,  right? 
II... not  yet.  So  far  it  hasn't  hurt 
lucrative  advertiser -television 
!  match  that,  judging  from  all  the 
lence,  both  parties  stiU  cherish, 
sre  is,  of  course,  an  enormous  hedge 
lie  word  "yet."  But  some  potential 
vy  weather  has  hit  with  all  the  force 
lamb.  Late  Show  with  David  Let- 
nan— which  forged  a  separate  peace 
h  its  writers,  since  Letterman's 
ipany,  not  CBS,  owns  the  show- 
narrowed  the  gap  with  perennial 
-night  leader  Jay  Leno.  StUl,  the 
er's  initial  (writer-less)  ratings 
lain  decent,  if  not  world-beating, 
lo  those  for  NBC 's  Late  Night  with 
lan  O'Brien.  Meanwhile,  the  next 
son  of  (the  unscripted)  American 
!,  which  premiered  to  33.2  miUion 
vers,  wiU  quiet  some  story  lines 
ut  how  bad  it  is  that  non- reality 
gramming  is  disappearing. 

r-CHECKTIME 

work  types  insist  the  strike  is  sav- 
them  money  thus  far— no  unair- 
;  scripted  pilots  to  waste  rmlhons 
-and  beat  their  chests  over  how 
1  some  reahty  shows,  like  the  newly 
ived  American  Gladiators,  are  per- 
ming. TV  producers  are  axing  deals 
h  writers.  In  sum:  gut-check  time 
the  strikers.  Adding  to  the  pressure 
liat  the  Directors  Gmld  began  nego- 


tiating in  mid- January  for  its  upcom- 
ing contract  with  the  producers. 

So— advantage,  networks?  It's  not 
that  easy.  (Nothing  about  this  strike  is 
easy.)  At  best,  the  networks  are  playing 
a  dangerous  game  of  chicken;  they're 
hurtling  toward  an  invisible  line  that 
divides  "saving  money"  from  "de- 
stroying the  business."  I  shouldn't  have 
to  mention  the  gajillions  of  media  op- 
tions now  available  for  both  consumers 
and  advertisers  since  the  last  strike, 
in  1988— hundreds  of  cable  channels 


instead  of  30,  and  innumerable  online 
options,  video  and  othervdse. 

But  those  looking  to  fleeing  viewers 
to  make  the  networks  cave  are  looking 
in  the  wrong  place.  The  perversity  of 
network  economics  keeps  ad  rev- 
enues steady  while  around  5%  of  the 
audience  diminishes  annually.  The 
networks  are  insulated,  somewhat, 
against  disappearing  viewers.  They  are 
not  at  aU  insulated  from  disappearing 
advertisers.  Which  is  why  the  first  real 
looming  threat  to  the  networks  isn't 
some  New  Media  option  but  rather  a 
geriatric  ritual:  the  Oscars. 


Should  the  strike  swallow  the  Oscars 
on  Feb.  24,  the  biggest  loser  is  not  ABC, 
which  is  set  to  air  them.  It's  the  movie 
studios,  which  lose  their  biggest  spec- 
tacle and  promotional  platform— that 
overlong  orgy  of  self- congratulation 
and  glitz  that,  for  good  or  ill,  tens  of 
miUions  of  people  still  watch.  (Next  to 
the  Super  Bowl,  it's  the  biggest  annual 
event  on  TV. )  Bear  in  mind  that  the 
studios  are  pretty  big  TV  advertisers.  In 
the  first  10  months  of  2007,  they  spent 
$943.9  miUion  to  advertise  movie  and 
DVD  releases  on  broadcast  TV. 

After  the  studios  took  a  hit  by  losing 
a  telecast  of  the  Golden  Globes— one 
with  movie  stars,  anyway— on  Jan.  13, 
how  happy  would  an  Oscars  ceremony 
without  any  ceremony  make  them? 
Would  they  be  thrilled  to  shell  out 

millions  each  week 
to  the  networks 
that  just  thwarted 
them,  or  will  they 
move  more  dollars 
into  online  media? 
(Movie  ads  have  mi- 
grated online  faster 
than  many  other  ad 
categories,  so  this  is 
neither  a  far-fetched 
notion  nor  an  idle 
threat.)  Don't  forget, 
too,  that  every  major 
network's  owner  also  counts  movie 
assets  among  its  holdings— and  that 
the  movie  studios  face  strike  issues  of 
their  own  with  writers.  So  losing  the 
Oscars  means  angering  both  a  major 
advertiser  and  an  important  ally  in 
a  strike. 

Does  that  sound  to  you  hke  a  con- 
stituency the  networks  can  afford  to 
tick  off?  iBWi 
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New  York  Times:  A  New  Read 

Wall  Street  has  had  a  thumbs-down  on  the  storied 
New  York  Times  Co.  (NYT)  as  if  it  were  stopping  the 
presses  for  good.  With  four  analysts  now  rating  it  a 
sell  and  five  neutral,  its  stock  has  been  in  a  tailspin, 

sliding  from  53  in  2002 


THE  TAIL  END 

OF  A  LONG  DOWNTURN? 
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to  15.39  on  Jan.  16, 2008. 
But  some  investors  sniff 
a  bargain,  convinced 
that  a  turnaround  is  due 
in  2008.  "It  beat  rev- 
enue forecasts  in  the  last 
quarter,  distinguishing 
itself  from  its  troubled 
peers,"  says  James  Peters  of  Standard  &  Poor's,  one 
of  just  three  analysts  who  rate  the  stock  a  buy.  He 
believes  Times  Co.  will  do  better  than  other  pure- 
play  peers  exposed  to  cyclical  and  secular  challenges 
in  the  print  pubhshing  industry,  in  part  because 
of  the  company's  "above -average  revenues  and 
revenue  growth"  aided  by  its  fast-growing  Internet 
operations.  Times'  strong  franchise  has  enabled  it  to 
become  a  popular  source  of  information  online.  It  is 
among  the  top  10  most  widely  read  publications  on 
the  Net,  producing  11%  of  total  Times  revenues,  vs. 
about  7%  at  its  peers,  says  Peters.  He  also  expects 
higher  revenue  from  circulation  sales,  following  a 
price  increase  that  took  effect  in  the  third  quarter. 
New  print  outsourcing  contracts,  plus  lease  rev- 


enues  from  the  company's  new  headquarters,  wi 
help  top-line  growth,  says  Peters.  He  is  encourag  'i 
by  the  cost  -cutting  moves  the  publisher  made  in  j : 
2007,  and  management's  plans  to  reduce  annual  , 
costs  by  an  additional  $230  million  by  2009.  Tim  y 
Co. ,  which  has  a  dividend  yield  of  5.75%,  owns  Tl 
International  Herald  Tribune,  The  Boston  Globe, 
14  other  dailies,  a  radio  station,  and  search  engini 
About.com.  Peters  sees  the  stock  rebounding  to  :i 
in  a  year. 

Paul  Sutherland,  president  of  Utopia  Funds, 
which  owns  shares,  says  the  Times  is  one  of  the  f 
remaining  diversified  global  news -gathering  con 
panics  and  should  rebound  regardless  of  how  the 
economy  is  faring.  Edward  Atorino,  a  veteran  me  1 
analyst  now  with  investment  firm  Benchmark,  h, 
upgraded  the  stock  to  a  buy  because  of  its  "attrac 
five  valuation  and  prospects  for  a  turnaround."  It 
flagship  paper,  which  he  says  "occupies  a  premiu 
position  in  the  market,"  has  put  in  place  new  reve 
nue-boosting  initiatives,  including  the  expansio  )i 
capacity  to  use  more  color  ads,  and  has  added  mc 
special  magazines  to  its  newspapers  and  online. ' 
stock  is  cheap,  says  Atorino,  trading  at  11  times  h 
2008  earnings  estimate  of  $1.35  a  share.  j 
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le  Skinny  on 
nart  Balance 

m  an  upstart  in  the 
wded  healthy  foods  mar- 
,  Smart  Balance  (SMBL) 
become  a  fast -growing 
sumer  company  with 
lual  sales  growth  of  35%. 
2S  have  been  driven  by 


SIGHED  AND 
]UND  WANTING 
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'naturally  trans  -  fat  - 
;  margarine"  that  uses 
oprietary  vegetable  oU 
id,  says  Jon  Andersen 
ViUiam  Blair,  which  has 
18  banking  for  the  com- 
y.  In  the  past  three  years 
number  of  U.S.  house- 
Is  using  Smart  Balance's 


products  doubled,  says 
Andersen,  who  sees  profits 
of  2^t  a  share  in  2008  and 
3,8t  in  2009,  up  from  2007's 
estimated  190.  He  projects 
Smart  Balance's  three-year 
annual  sales  and  earnings 
growth  at  more  than  30%. 
Analysts  are  impressed 
with  Smart  Balance's  sea- 
soned management.  Before 
joining  Smart  Balance,  CEO 
Stephen  Hughes  helped 
spearhead  the  rise  of  such 
top  food  brands  as  Healthy 
Choice,  Tropicana,  and 
Silk.  "That  gives  us  confi- 
dence about  the  company's 
long-term  growth  pros- 
pects," says  Robert  Atchison 
of  investment  fund  Adage 
Capital  Partners,  which  has 
accumulated  a  10%  stake  in 
Smart  Balance.  He  sees  the 
stock,  now  at  9.78,  dou- 
bling, to  20,  in  two  years. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Why  the  Street 
Is  Keen  on  Keryx 

Tiny  biotechs  with  no 
product  yet  on  the  market 
don't  usually  command 
Wall  Street's  attention.  But 
Keryx  Biopharmaceuti- 
cals  (KERX)  has  won  buy 
recommendations  from  11 
analysts,  and  no  sell  rating. 
Why? 

Keryx's  leading  drug,  Su- 
lonex,  is  in  Phase  III  clinical 
trials  for  the  treatment  of 
diabetic  kidney  disease.  An 
independent  review  panel 
found  no  issue  with  its  safe- 
ty or  efficacy,  "which  means 
it  won't  be  derailed  by  any 
such  issues  in  clinical  tri- 
als," says  Navdeep  Jaikaria 
of  Rodman  &  Renshaw,  who 
rates  Keryx  "outperform," 
with  a  12-month  price 
target  of  20.  The  stock  has 
declined  from  13  in  January, 
2007,  to  7.51.  The  $1  billion 
potential  of  Sulonex,  says 
Jaikaria,  makes  it  an  at- 
tractive acquisition  target. 
Cory  Kasimov  of  JPMorgan 


Chase,  who  also  rates  Keryx 
(a  chent)  overweight,  ex- 
pects favorable  data  when 
results  of  current  Phase 
III  trials  are  announced  in 
March.  He  says  the  treat- 
ment of  diabetic  kidney 
disease  "offers  a  large,  un- 


DEPRESSED-PENDING 
TRIAL  OUTCOMES 


STOCK  PRICE  (DOLURS) 
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tapped  market  opportunity" 
for  Keryx,  in  part  because 
roughly  40%  of  diabetics, 
he  notes ,  suffer  from  nephro  - 
pathy,  a  progressive  kidney 
disease.  IBWI 
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Inside  Wall  Street  is  posted  at 
businessweek.com/investor  at 
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DIRTY 


ABANDONED  HOMES 


WHOSE  PROBLEM? 


In  the  past  year,  our  stories  chronicling  the  impact  of  the  mortgage  market 
meltdown  have  hit  home  with  readers.  "Dirty  Deeds"  (In  Depth,  Jan.  14)  was 
no  exception.  It  looked  at  a  pioneering  effort  by  the  city  of  Buffalo  to  grapple 
with  yet  another  consequence  of  the  subprime  mess:  the  surging  number  of 
abandoned  homes  as  borrowers  default  on  their  mortgage  loans.  To  stop  these 
properties  from  becoming  magnets  for  arson,  drug  dealing,  and  other  kinds  of 
urban  decay,  the  city  is  hauling  banks  into  court  to  force  them  to  maintain  the 
houses.  As  the  reactions  below  reflect,  that  notion  is  controversial.  Many  read- 
ers blame  lenders  for  creating  the  crisis,  but  they  don't  necessarily  agree  that 
banks  must  bail  out  the  cities.  -Michael  Orey 


The  City  of  Buffalo 
shouldn't  play  overlord.  It, 
too,  is  part  of  the  problem 
and  should  be  held  ac- 
countable. It  never  re- 
jected property  tax  money 
coming  from  the  owners  of 
overinflated  shacks  in  the 
neighborhoods.  The  banks 
and  investors  ponied  up 
the  money  so  regular  Joes 
could  live  and  work  in  the 
city.  The  banks  have  already 
lost  money  in  this  mess.  It's 


time  for  the  cities  to  get  off 
their  high  horses. 
Screen  name:  Larry 

Holding  lenders  account- 
able for  urban  blight  is  only 
a  fraction  of  what  needs  to 
be  done.  There  are  market - 
based  strategies  in  place 
to  protect  these  remain- 
ing properties.  Consider, 
for  example,  the  actions 
being  taken  by  Genesee 
County  Land  Bank  in  Flint, 


Mich.  The  Genesee  bank 
rapidly  acquires  properties 
through  tax  foreclosure, 
then  demoUshes,  rehabs,  or 
resells  them.  Such  market* 
approaches  are  more  sus- 
tainable than  never-ending 
court  cases. 
Dayne  Walling 

FUNT,  MICH. 

Anyone  who  says  there  is 
only  one  constituency  to 
blame  is  a  fool.  The  public 


I 


has  been  fed  the  line  tha 
the  only  way  to  fulfill  th(i 
American  Dream  is  to  ov 
a  home.  Banks  have  beco 
mega -institutions  that ; 
not  accoimtable  to  the  c  < 
munities  in  which  they  c  ■ 
business.  And  the  real  ew 
industry  is  compensateci 
the  value  of  the  propertj; 
it  sells,  not  for  the  value t 
the  service  its  agents  pre 
vide.  All  this  has  createci 
artificial  demand  for  hotil 
and  mortgages.  The  vict'l 
are  homeowners,  who  nn 
have  to  live  among  rundd 
properties  and  see  their  r 
neighborhoods  deterion 
Screen  name:  V.LR. 

One  possible  way  to  less^ 
the  impact  of  foreclosedi 
homes  on  communities  s' 
would  be  to  convince  a  1 1 
that  it  is  in  its  best  inten' 
est  to  allow  the  defaultiii 
home  owner  to  stay  on  ai 
tenant — paying  as  rent  t 
amount  of  the  mortgage) 
initial  monthly  paymenti 
part  of  the  deal,  the  tena* 
would  be  required  to  ma 
tain  the  property  and  ke  it 
in  a  saleable  condition-  ' 
be  evicted. 
Joseph  Grodsky 

LOS  ANGELES 

[Buffalo's  approach]  see 
to  be  what  every  social 
engineer  dreams  about,  it 
this  is  what  I  see  in  Buff  's 
future:  It  will  be  imposs  e 
to  get  a  loan  for  a  home. 
Screen  name:  AJ  Parisone 
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IGRATION 


T  MAKES  A  GOOD 
iHBQR?AFENCE 

e  10%  of  the  entire 
ilation  of  Mexico  has 
sed  into  the  U. S.  ille - 
("Illegals  and  Business: 
impse  of  the  Future  ? " 
it's  Next,  Jan.  14).  What 
s  were  done  elsewhere? 
;hat  10%  of  Russians 
red  Norway,  or  that 
of  Eg5T)tians  entered 
;1.  The  outcry  would  be 
ening.  What  we  need 
lig  steps  by  Immigration 
istoms  Enforcement— 
t  as  a  fence  and  a  guest 
cer  program,  under 
:h  the  guests  return  to 
■home  countries, 
m  Thayer 

lEGO 

■ip,  illegal  labor 

ds  out  a  U.S.  workforce 

I  demands  a  realistic 
3-one  that  most  com- 
es don't  want  to  pay. 
!re  I  live,  Americans, 
only  available  workers, 

II  those  manual  labor 
that  Americans  sup- 
idly  won't  do. 

i!n  name:  Midwest 


lUMBERGER 


ING  THE  OIL  GAME 
TIE  BIT  FAIRER 

irding  your  story  about 
|umberger  ("The  Giant 
dng  Big  Oil,"  In  Depth, 
■14):  The  big  petroleum 
panies  have  made  big 
its  and  left  little  positive 
ige  in  the  many  Third 


BusinessWeek 


World  countries  where  they 
have  made  their  money.  For 
example,  the  hiring  policies 
of  these  companies  have 
been  skewed  to  European  or 
U.S.  personnel. 

It's  about  time  that  a 
major  international  com- 
pany like  Schlumberger  gets 
into  the  game  and  levels  the 
playing  field  for  develop- 
ing countries.  Keep  it  up, 
Schlumberger!! 
Screen  name:  Viz 

TATA'S  $2,500  CAR 

SAFE  CARS? 

TRY  SAFE  DRIVERS 

Regarding  the  issue  of  safe- 
ty for  the  "People's  Car" 
("My  Other  Car  Is  a  Tata," 
News,  Jan.  14):  Ultimately 
road  safety  depends  on  road 
users.  Here  in  Singapore,  we 
see  bad  accidents  involving 
cars  with  safety  features 
lacking  in  this  auto.  So  hur- 
ray for  Tata,  and  let's  see 
what  the  government  can  do 
to  educate  drivers. 

Screen  name:  Adil 


STEROIDS  AND  BASEBALL 

THE  MOST  TROUBLING 
DRUG  IS  MONEY 

What  drives  the  use  of 
steroids  in  Major  League 
Baseball  ("A  Wild  Swing  at 
Steroids,"  What's  Next,  Dec. 
31)?  The  obsessive  desire  to 
obtain  millions  of  dollars. 

One  of  the  most  disturb- 
ing things  about  our  nation 
is  the  amount  we  pay  our 
entertainers  and  athletes. 
To  allow  these  people  to 
hoard  such  great  amounts 
of  wealth  while  some  of 
them  use  illegal  substances 
is  unacceptable. 
Joe  Biaiek 

CLEVELAND 

LED  LIGHTING 

TOO  EARLY  TO  PICK 
A  MARKET  WINNER 

I  would  not  be  too  hasty  in 
ruling  out  General  Electric 
in  the  race  for  a  major  seg- 
ment of  the  LED  lighting 
market  ("Philips:  Lord  of  the 
Lights,"  News,  Dec.  24).  GE 
has  offered  cash  incentives, 
through  utilities,  toward  the 
purchase  of  its  long-lasting, 
energy- efficient  LED  bulbs. 
Consumers  seem  reluctant 
to  make  the  switch.  But  GE 
continues  to  innovate. 
Nelson  Marans 

SILVER  SPRING,  MD. 


THE  DROOPING  DOLLAR 

TIME  TO  KICK 

THE  CREDIT  HABIT 

Just  how  far  does  Martin 
Feldstein  want  the  dollar 
to  drop  ("Martin  Feldstein: 
The  Danger  Ahead,"  Face- 
Time,  Dec.  17)?  The  "other 
guys"  are  already  starting  to 
buy  us  up. 

We  must  not  get  into  a 
major  trade  brawl  with  the 
Chinese.  But  we  can  insist 
that  Beijing  play  accord- 
ing to  market  economy 
rules.  Maybe  all  this  mess  is 
symptomatic  of  too  much 
credit  in  our  economy. 
Along  with  our  addiction  to 
foreign  oil,  we  are  addicted 
to  easy  credit. 
William  Thayer 

SAN  DIEGO 

SUBSCRIPTION  MUSIC 

THE  UNBEARABLE  SILENCE 
OF  CANCELING 

The  major  drawback  to  sub- 
scription music  ("Stars  Are 
Aligning  for  Subscription 
Music,"  What's  Next,  Dec. 
17)  is  that  if  you  cancel  your 
subscription,  all  of  your 
"rented"  music  disappears. 
I  love  my  music  too  much  to 
lose  it  the  instant  I  switch 
subscription  services. 
Rick  Slasher 

NEW  YORK 


Where  I  live,  Americans.. .do  all  those 
manual  labor  jobs  that  Americans 
supposedly  won't  do.  screen  name:  midwest 
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AUSTRALIA 

WEEK', 

a  ten  day 
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events  in  New 

York  and  in 

Los  Angeles  in 

January,  2008. 


AUSTRALIA  -  THE  WORLD'S  MOST 
RESILIENT  ECONOMY 

AUSTRALIA'S  enduring,  strong  economy,  underpinn- 
ed by  17  years  of  uninterrupted  growth,  offers 
diverse  investment  opportunities  for  foreign 
companies. 

It  is  fast  becoming  the  headquarters  of  choice 
for  multinational  companies,  particularly  those 
with  their  eye  on  business  with  Asia,  the  world's 
fastest  grown  region.  Companies  that  want  to 
tap  into  Australia's  robust  business  environment, 
and  its  cultural  affinity  with  Asia  have  based 
their  regional  headquarters  or  operating  centers 
Down  Under. 

Australia  has  been  ranked  as  among  the  most 
resilient  economies  in  the  world.  Since  1990,  the 
country's  real  economy  has  grown  by  an  average 
of  around  3.3  per  cent  a  year.  Cross  domestic 
product  growth  for  the  year  ended  in  June  2007, 
was 4.3  percent. 

While  Australia  is  a  country  of  just  21.1  million, 
it  has  an  exceptionally  highly  skilled  and  multi- 
lingual workforce  with  a  sophisticated  market- 
place for  financial  services.  Its  sophisticated  pool 
of  investment  fund  assets  is  the  fourth  largest  in 
the  world,  at  well  over  US$i  trillion.  M&A  activity, 
dominated  by  domestic  acquirers  and  supple- 
mented by  American  investment,  remains  strong. 

Australia  has  been  ranked  by  the  World  Bank 
as  the  second  easiest  economy  in  which  to  start  a 
business.  A  new  business  can  be  established  in 
two  days,  compared  with  an  OECD  average  of 
20  days.  It  is  also  the  third  easiest  economy  for 
getting  credit  for  businesses. 

Traditionally,  the  country's  wealth  was  largely 
dependent  on  raw  agricultural  and  mining  exports, 
and  recently  there  has  been  an  increasing  demand 
from  China  and  India  for  Australian  minerals.  But 
since  the  early  1990s,  its  economy  has  responded 
to  global  trends  and  pressures  and  expanded 
to  include  service,  science,  entertainment  and 
high-tech  industries.  The  end  result  is  a  stronger 
Australia,  where  economic  growth  and  invest- 
ment opportunities  abound. 

At  a  recent  investment  conference,  more  than 
one  hundred  financial  services  leaders  and  their 
American  counterparts  met  to  discuss  the  state 
of  the  funds  management  and  alternative  assets 
sector  in  Australia. The  country's  financial  services 
sector,  with  an  annual  growth  rate  of  4.5  to  4.7 
per  cent,  is  almost  as  large  as  agriculture  and 
mining  combined. 

The  sophistication  and  internationalization  of  the 


asset  management  sector  in  Australia  is  f  ^^ 
supported  with  17  of  the  20  leading  globa 
managers  having  a  presence  in  Australia. 

Its  hedge  fund  industry  has  also  grown 
rapidly,  thanks  to  a  regulatory  environmer 
puts  hedge  funds  on  the  same  playing  field  a' 
managers  in  that  they  have  the  same  comf 
standards  as  other  financial  services  sector 

Ron  Insana,  managing  director  of  InsanaC 
the  US  asset  management  firm  recently  ' 
Australia  and  compared  it  to  New  York,  L 
and  other  financial  capitals.  He  said  he  fe 
mediately  at  home'.  Despite  the  country's  n 
isolation,  it  was  a  country  that  "has  a  simila 
of  view,  approach  and  long-term  commitm 
the  US."  The  Australian  market  was  intere; 
much  more  than  performance  alone,  he  said.' 
values  access,  capacity,  information  and  in' 

Geographically,  Australia  is  particularly  att 
for  doing  business  as  it  spans  the  close  of  bi 
in  the  US  and  the  opening  of  Europe's  tradin  a 

To  further  focus  American  attention  on/  t 
Nan  investment  potential,  the  country  wi 
"G'Day  USA:  Australia  Week",  a  ten  day  pr 
of  more  than  25  events  to  highlight  Aus  ,li 
vitality  as  a  place  to  visit,  and  to  do  bu  le 

AUSTRALIA  -  A  ROBUST  &  RESILIENT  ECONC( 

•  Population:  21.1  million 

•  Entering  17th  year  of  uninterrupted  grc:' 

•  Economy  ranked  the  most  resilient  in  tl 
world  for  five  of  the  past  six  years 

•  Economy  growing  at  3.5%,  a  high  rate  H 
OECD  standards 

•  Ranked  in  top  three  countries  in  the  Asi 
Pacific  region  for  its  economic  competitive- 

•  Australian  stock  market  ranked  8th  in  wt.' 

•  Ranked  7th  in  world  for  M&A  activity 

•  Ranked  3rd  in  world  in  Securitization 

•  Growth  by  GDP  ranks  15th  in  the  world 

•  4th  Largest  Investment  Funds  Asset  pc 
-US$1.1  trillion 

•  Australia  and  US  signed  a  Free  Trade 
Agreement  in  2005 

•  Overall  trade  between  Australia  and  th 
United  States:  $48.4  billion  and  two-w 
investment  exceeds  $600  billion. 

•  8th  largest  foreign  direct  investor  in  U 

•  Multilingual  workforce  - 15%  of  popula 
speak  language  other  than  English 

•  0ver9oo,ooo  Australians  are  fluent  in  e 
of  the  major  Asian  languages 
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HY THE  WORLD'S 
IGGEST  COMPANIES 
RE  BITING  INTO 
USTRALIAN 
N  NOVATION 


y 


Australia 


There's  a  reason  why  major  players  like 
Boeing,  Dow  Chemical,  Johnson  &  Johnson, 
Chevron,  Google,  Siemens,  Merck  Sharpe  and 
Dohme,  Avaya,  IBM,  Pfizer,  Unisys,  General 
Motors  Holden,  Infosys  and  Fujitsu  have  all 
invested  in  Australian  innovation  -  Australia  is 
simply  proving  its  worth  as  a  very  competitive 
innovation  hub  in  the  Asia  Pacific  region. 

Australian  inventiveness  has  contributed 
to  overcoming  various  world  health  issues, 
created  new  horizons  for  technological 
advancement,  and  made  a  significant  impact  on 
the  quality  of  life  of  people  around  the  globe. 

With  a  155  per  cent  increase  in  the  stock  of 
foreign  direct  investment  in  Australia  over  the 
five  years  to  June  20071,  more  and  more  global 
companies  are  choosing  Australia  as  their 
Asia  Pacific  business  hub  to  work  on  the  next 
generation  of  discoveries. 

Australia  has  been  ranked  the  most  resilient 
economy  in  the  world  for  5  of  the  past  6  years^ 
It  is  also  rated  as  having  the  world's  best 
corporate  governance  standards^  and  the  lowest 
risk  of  political  instability  in  the  Asia  Pacific". 
Australia  is  ready  foryour  business! 


Examples  of  US  companies  feeding  off  Australia's  rich 
innovation  environment. 

•  Johnson  &  Johnson  Research  Pty  Ltd  in  Sydney  is 
working  on  the  development  of  novel  cellular  and 
genetic  therapies  for  HIV. 

•  Chevron  has  research  alliances  with  Australia's 
leading  oil  and  gas  research  institutions  and  has  plans 
for  a  technology  centre  in  Perth. 

•  Boeing  has  secured  a  key  role  in  a  US$54  million  joint 
US/Australia  hypersonics  research  program  that  could 
open  new  frontiers  in  aerospace. 

•  Dow  Chemical  will  work  with  a  leading  Queensland 
institute  in  the  development  of  cost  effective 
manufacturing  production  systems  that  can 
produce  materials  from  a  renewable  starting  point, 
such  as  sugarcane. 

Get  your  investment  questions  answered  at  no  cost. 
Take  the  first  step.  Contact  one  of  our  investment  managers 
today  at  northamerica@innovation.gov.au. 

And  turn  Australian  ideas  to  your  advantage. 


Australian  Government 

Department  of  Innovation 
Industry,  Science  and  Research 


www.innovation.gov.au 


reau  of  statistics.  2007  2  IMD  World  Competitiveness  Yearbook.  2007  3  GovernanceMetricsinternationjl.aoo?    4  IMD  World  Competitiveness  Yearboolt,  2007 
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It  will  be  held  in  New  York  and  in  Los  Angeles 
from  January  17-26, 2008. 

"For  2008,  we  are  looking  to  an  even 
more  diverse  range  of  events  so  Americans 
can  experience  a  unique.two  week  cultural 
journey  promoting  Australian  companies 
among  our  key  industries,"  said  the  Hon- 
ourable John  Olsen  AO,  Australia's  Consul 
General  to  New  York.  For  more  informa- 
tion, visit  www.australia-week.com. 

AUSTRALIA  -  POWERHOUSE  OF  INNOVATION 

An  increasing  number  of  multinational 
companies  (MNE's)  are  expanding  into 
Australia,  as  that  country  positions  itself 
as  a  stepping  stone  to  the  booming 
economies  of  China,  India  and  other 
countries  in  Asia. 

Australia's  world  class  research,  engineer- 
ing and  development  facilities,  innovative 
scientific  and  technical  culture,  strong 
economy,  a  business  friendly  regulatory 
environment  and  sophisticated,  business 
savvy  locals  continue  to  attract  MNE's 
Down  Under. 

Boeing,  Dow  Chemical,  Johnson  & 
Johnson,  Merck,  IBM,  Chevron,  Morgan 
Stanleyand  Lehman  Brothersare  examples 
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of  US  multinationals  in  industries  in- 
cluding pharmaceuticals  and  biotechnol- 
ogy, advanced  manufacturing,  financial 
services  and  information  technologies  and 
energy  alternatives  that  have  expanded 
their  investments  in  Australia. 

At  this  year's  'G'Day  USA:  Australia  Week' 
on  January  23,  Invest  Australia,  the  country's 
inward  investment  agency,  will  host  a 
luncheon  titled, "Australia  -  A  Leading  Source 
of  World  Class  Innovation". 

Moderated  by  Reena  Jana,  a  Business- 
Week innovation  editor,  a  panel  of  ex- 
ecutives from  US  companies,  whose 
worldwide  responsibilities  include  research, 
engineering  and  development  investments 
in  Australia,  will  engage  in  an  interactive 
discussion  for  an  audience  of  US  business 
executives. 

"These  executives  will  provide  valuable 
insights  about  the  benefits  and  competi- 
tive advantages  derived  from  investing  in 
Australia's  innovative  talent  and  support 
infrastructure,"  said  Fred  Welz,  senior  invest- 
ment commissioner  for  Invest  Australia  in 
North  America. 

Welz  said  Australia  has  more  than  1,000 
MNE's  with  direct  commercial   business 
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MESSAGE  FROM  THE  PRIME  MINISTER  OF  AUSTRALIA 


On  behalf  of  all  Australians,  I  am  de- 
lighted to  inviteyoutojoin  the  Australia 
Week  celebrations  in  the  United  States, 
from  17  to  26  January  2008. 

Australians  and  Americans  enjoy  a 
special  bond.  We  share  much  -  in  terms 
of  our  origins,  our  values  and  our 
interests.  Above  all  else,  we  just  get  on 
well  with  each  other  whether  interacting 
through  business,  sports,  education, 
tourism,  the  arts  or  other  pursuits. 

Australia  Week,  or  G'day  USA,  is  an 
opportunity  to  showcase  all  things 
Australian  and  for  our  two  peoples  to 
meet  and  exchange  ideas.  2008  is  the 
fifth  year  for  Australia  Week,  and  once 
again  it  is  being  held  in  New  York  and 
Los  Angeles.  During  the  celebrations 
we  will  honour  prominent  Austra- 
lian performers,  actors,  artists,  philan- 
thropic figures,  government  leaders 
and  business  executives.  We  will  also 
pay  tribute  to  the  exceptional  work  of 
Australia's  Royal  Flying  Doctors  Service. 

Australians  value  their  longstanding 
friendship  with  the  United  States  and 
the  extensive  cooperation  between  our 
two  nations  on  many  of  the  challenges 
facing  our  world.  Our  dynamic  trade 
and  investment  relationship  continues 
to  strengthen,  with  the  Australia- 
United  States  Free  Trade  Agreement 


entering  into  its  fourth  year  in  2008. 
The  United  States  is  Australia's  largest 
inwards  investor  and  our  foremost 
destination  for  overseas  investment. 
Australia  Week  will  remind  people  in 
the  United  States  that  on  our  side  of  the 
Pacific  there,  is  a  highly  capable,  innova- 
tive and  resourceful  country,  with  long 
standing  links  to  the  United  States  and 
an  economic  dynamism  which  makes  us 
very  effective  business  partners  in  Asia. 

On  behalf  of  Australia  I  invite  and 
encourage  Americans  to  come  to 
Australia  to  experience  for  themselves 
our  relaxed  lifestyle,  spectacular  natural 
beauty  and  the  diversity  of  Australian 
culture  combining  the  influence  of  in- 
digenous peoples  and  immigrants  from 
all  around  the  world. 

I  would  like  to  thank  the  many 
corporate  partners  and  sponsors  who 
have  enabled  what  may  be  the  single 
largest  foreign  country  promotion  held 
annually  in  the  United  States.  Join  us 
in  our  celebration  of  Australia  during 
Australia  Week  2008. 
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The  Honourable  Kevin  Rudd  MP 
Prime  Minister  of  Australia 


investments  in  Australia.  "Howevei  \ 
creasing  number  of  MNE's  are  exp 
their  investments  through  collab 
R&D  programs  with  Australian  orJ 
tions  and  private  companies,  as  \  I 
establishing  in-house  engineering  <  | 
in  Australia. This  is  where  there  is  rea 
value  to  be  captured  by  overseas  com| 

There  are  many  success  stories,  t 
Australian  subsidiary  Merck  Sh 
Dohme  is  developing  the  world 
cervical  cancer  vaccine.  Merck's  parti 
with  some  of  the  country's  most  ti 
scientists  and  an  annual  investm 
more  than  A$2om  has  produced 
ground-breaking  discoveries. 

Instead  of  focusing  exclusively 
internal  research  group,  the  co 
invested  in  Australian  talent  and  res  p 
"Australia  has  some  of  the  world  jfc 
medical  researchers  and  during  th 
decade  we  will  see  an  increased  fc 
Australian-made  machines  around  the 
said  Will  Delaat,  managing  director  0' 
Sharp  &  Dohme. 

Johnson  &  Johnson's  research 
Sydney  includes  the  development  0 
cellular  and  genetic  therapies  for  H 

Earlier  thisyear,  Morgan  Stanley  e 
a  strategic  alliance  with  the  Victoria 
ernment's  A$4obn  funds  manag 
company,  Victorian  Funds  Manag 
Corp  (VFMC)  in  a  bid  to  take  advan 
global  infrastructure  opportunities  r 

In  the  field  of  aerospace,  Boeing's  afp 
to  innovation  as  a  competitive  adv '.; 
has  been  widely  recognized.  Boeing  c  1 
develops  and  produces  some  of  th 
sophisticated  high-tech  aerospace  pi  j 
and  systems  in  the  world,  and  some  ( 
are  being  shaped  in  part  by  Australian 

For  example,  in  a  research  relati  ^ 
that  Boeing  is  using  as  a  global  L> 
for    R&D   collaborations,  the   aerp; 
company,     CSIRO,     the     Universn 
Queensland  and  Queensland  Un 
of  Technology  are  working  on  a  s 
new-generation  technologies  that 
incorporated intothe wayfutureaer   ; 
vehicles  are  built,  flown,  and  manaji 

Google  Australia's  senior  executi\  ^ 
Noble,  said  the  Sydney  facility  is  coi  : 
ing  to  many  of  the  global  projects 
development  at  Google,  and  has 
ticularly   strong    capability   in    m 
systems,  thanks  to  its  acquisition 
local  company  WhereTo.  Other  ai 
development    include    applicatior 
e-mail  systems,  networking  infrasti  jiti 
products  and  web  search  projects,  jj 

An  investment  in  Australia  is  a  d  |si 
to  tap  the  world-class  intellectual  W 
sophisticated  infrastructure  and  jfq 
location  of  a  nation  with  remarkable  ec  jpi 
resilience  in  the  fastest  growing  re  |n 
the  world. 
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Qantas  Aussie  AirPass  includes  roundtrip  air  from  Los  Angeles  or  San  Franciscd  plus  3  niore 
its  within  Australia.  Create  your  own  Aussie  vacation  and  see  all  the  parts  of  Australia  you've 
1  waiting  to  discover.  With  over  20  exciting  destinations  to  choose  from  and  the  freedom  to 
ore,  you're  sure  to  discover  an  unforgettable  Aussie  adventure  at  an  unbelievable  price. 

\SE  CALL  1-800-362-9359  OR  VISIT  AUSTRALIA.COM/AtRPASS 
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LEADING  IN  ECO-TOURiSM 

AUSTRALIA  is  a  country  of  staggering 
natural  beauty,  from  pristine  beaches  to 
the  vast  outback  and  many  of  its  top  des- 
tinations are  focused  on  its  'eco'  and  World 
Heritage  listed  experiences. 

Tourism  events  at  this  year's  'G'Day  USA: 
Australia  Week  20o8'celebration  will  provide 
an  opportunity  for  Americans  to  experi- 
ence Australia.  'The  Great  Aussie  Auction' 
will  invite  Americans  to  bid  on  getaways, 
from  the  wilds  of  Tasmania  to  the  blues  of 
the  Great  Barrier  Reef 

The  online  auction  was  launched  two 
years  ago  as  an  opportunity  for  Australia 
travel  businesses  to  participate  in  Australia 
Week,  and  this  year's  event  offers  dozens 
of  vacation  experiences  -  all  priced  for 
auction  from  US$i.  Americans  from  coast 
to  coast  will  begin  bidding  from  January  17 
to  February  17. 

The  auction  includes  the  chance  to  visit 
destinations  including  the  Arnhemland 
Barramundi  Nature  Lodge,  an  aboriginal 
adventure  experience  where  guests  can 
fish,  and  do 'hands  on'food  gathering  and 
see  sacred  Aboriginal  sites,  or  a  week-long 
city  experience  in  Melbourne,  Victoria  stay- 
ing in  a  luxury  hotel  and  indulging  in  spas 
and  shopping.  Australia.com,  a  reference 
site   for   vacations   to   Australia    is   the 
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naming  sponsor  of  the  LA  Gala  Black  Tie 
ball  this  year. 

The  purpose  of  the  online  auction  is 
to  showcase  vacation  experiences  and 
specific  products  including  activities  and 
accommodation  options  to  a  national  US 
audience. 

"This  year  we  anticipate  around  500,000 
Americans  will  visit  the  site  and  be 
exposed  to  the  wonderful  experiences 
our  country  has  to  offer  and  be  inspired  to 
bid  on  a  great  Australian  holiday  experi- 
ence," said  a  Tourism  Australia  president 
Americas,  Michelle  Gysberts. 
Visitwww.greataussieauction.com. 

OANTAS  -  CHAMPION  OF  INNOVATION 

QANTAS,  Australia's  national  carrier  has 
long  been  a  champion  of  Australian  inno- 
vation. The  airline's  most  recent  successes 
are  its  Airbus  380  aircraft  product  offerings 
and  its  impressive  first  class  lounge  roll  out 
in  Sydney  and  in  Melbourne. 

WallyR.Mariani,Oantas  senior  executive 
vice  president.  The  Americas  and  Pacific 
said:  "It  is  an  exciting  and  historic  time 
for  Oantas  with  new  initiatives,  including 
next  generation  cabins  and  seating  for 
the  A380  aircraft,  the  world's  biggest 
passenger  plane."The  first  A380  is  due  for 
delivery  in  August  2008  and  Oantas  will  be 


the  first  to  fly  the  aircraft  into  LAX 
they  launch  their  inaugural  A380 
between  Melbourne  and  Los  Ange 
fall  2008. 

Oantas  is  also  introducing  a  pre 
economy  cabin,  domestic  business 
lounges  in  Sydney,MelbourneandBri 
and  upgraded  interiors  on  existing 
national  and  domestic  aircraft. 

Oantas  also  recently  unveile 
in-flight  entertainment  system  ■ 
installed  on  the  A380.  The  technolo; 
advanced  system  would  offer  cust 
wireless  connectivity  and  in-seat 
to  e-mail  and  the  internet. The  chan] 
beyond  the  traditional  movie  and 
options  to  include  Lonely  Planet  de 
tion  information,  language  tutoria 
Deloitte  business  courses. 
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Qantas  Skybed  is  the  only  Business  bed   ^ 
flying  non-stop  to  Australia.  Sweet  dreams. 


The  award  winning  Skybed  is  available  in  Business  on  our  non-stop  flights  from  Los  Angeles  to 
Australia  and  New  Zealand.  You  can  also  enjoy  Skybed  non-stop  from  San  Francisco  and  on  our 
new  daily  direct  service  from  New  York  to  Australia.  Sleep  well. 

*New  York  flights  make  one  scop  in  Los  Angeles.  Available  on  all  B747-400  and  A330-200  transpacific  flights  to  Australia 
and  New  Zealand.  Subject  to  last  minute  change  of  aircraft. 
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Employee  Polls:  A  Vote  in  Favor 

When  corporate  surveys  ask  the  right  questions,  the  answers  become  invaluable 


My  company  runs  an  annual  employee 

survey  in  the  name  of  "continuous 

improvement,"  but  nothing  ever  really 

changes.  Now,  my  boss  has  asked  me 

to  come  up  with  a  better  way.  Frankly, 

I  think  the  whole  polling -the -people 

thing  never  works.  Shouldn't  we  just 

switch  to  a  town  meeting  approach? 

Anonymous 
WATERLOO,  IOWA 

It's  SO  easy  to  hate  poUs,  isn't  it,  es- 
pecially now  ?  Everywhere  you  turn, 
you're  bombarded  with  "expert" 
surveys  about  who's  going  to  win  the 
Presidential  primaries,  and  by  how 
much.  Then,  hours  later,  the  poll 
results  change  or  turn  out  to  be  way  off, 
and  the  pundits  start  hyperventilat- 
ing. You're  left  thinking  that— as  you 
put  it— the  "whole  poUing- the -people 
thing"  doesn't  actually  teU  you  much. 

Don't  go  there.  Political  polls  have 
their  flaws— they're  an  inexact  science 
—and  sure,  company  "town-haU  meet- 
ings" foster  meaningful  debate.  But 
effective  employee  surveys  are,  in  fact,  a 
form  of  polling  that  really  works. 

The  key,  of  course,  is  the  word  effec- 
tive. Too  many  employee  surveys  focus 
on  the  kind  of  incidentals  that  spur  nat  - 
tering  in  the  hallways  but  rarely  matter 
outside  company  walls.  Maybe  that's 
why  nothing  seems  to  change  at  your 
company.  Effective  surveys,  by  contrast, 
are  devoid  of  trivialities  about  parking 
and  the  lunchroom.  They're  hard-hit- 
ting and  confidential.  They  focus  on 
issues  that  really  matter.  And  they  do  so 
by  delving  into  four  distinct  areas: 

First,  they  uncover  whether  employ- 
ees truly  buy  into  the  company's  mis  - 


Surveys  can  tip  nnanagement  off  to  shortfalls 
before  they  show  up  in  the  numbers— or  to 
disconnects  between  rhetoric  and  reality 


sion  and  its  initiatives.  Look,  leaders  can 
pontificate  all  day,  but  the  future  they 
envision  won't  arrive  if  employees  don't 
see  how  a  change  in  direction  wiU  boost 
both  the  company  and  their  own  ca- 
reers. That's  why,  if  you're  moving  from 
a  product  -  driven  to  a  service  -  driven 
strategy,  for  instance,  make  sure  your 
svirvey  asks  employees  how  much  they 
agree  with  statements  such  as,  "I  clearly 
imderstand  the  role 
service  plays  in  the  suc- 
cess of  this  business," 
and,  "I  support  the  use 
of  our  top  engineers  to 
upgrade  the  technology 
of  our  service  offerings." 
Never  assimie  buy -in. 
Measure  it. 

Second,  effective 
surveys  probe  whether 
managers  walk  the  talk. 
There's  something 
inimitably  motivating 
about  a  manager  who 
does  what  he  says  he 
will  and  lives  the  company's  values. 
Surveys,  by  dint  of  their  confidential- 
ity, can  spotlight  this  key  driver  of 
employee  engagement.  They  reveal, 
for  instance,  where  managers  stand  on 
fighting  bureaucracy  or  promoting  on 
merit.  Further,  they  can  size  up  senior 
management's  grasp  of  reahty  by  asking 
for  everyone's  reaction  to  the  statement, 
"What  I  read  about  this  company  in  the 
newspaper  and  annual  report  is  consis- 
tent with  what  I  experience  on  the  job." 
Third,  effective  surveys  shed  light  on 
company  performance.  The  market- 
place, in  time,  delivers  this  informa- 
tion, but  employees  are  often  the  first  to 
know  where  the 
company  is  faUing 
short.  Is  it  tech- 
nology innova- 
tion? Is  it  quality? 
To  find  out,  good 
surveys  get  gritty. 


asking  employees  how  much  they  i 
with  statements  like,  "Our  new  pre 
ucts  and  services  closely  match  wh 
our  customers  want,"  and,  "In  two 
our  current  technology  programs  v 
ensure  we  remain  the  market  leade 

Finally,  effective  surveys  probe 
the  quality  of  people -managemeni 
systems.  If  you  want  the  best  team, 
you  need  a  stellar  HR  program,  wh( 
people  receive  freq 
candid  appraisals  a 
are  paid  according  t 
performance.  That 
why  the  best  survey; 
ask  employees  to  re 
to  statements  such 
"This  business  pro  i 
motes  the  most  capi 
people,"  and,  "This 
business  deals  deci 
I  sively  with  people  i 
I  don't  perform  satis 
a  torUy."  Any  respond 
1  other  than  "  strongj 
agree"  demands  aci 
And  action  is,  ultimately,  the  met 
of  any  employee  survey.  The  poUs  t 
leave  you  cold — at  your  company  a 
in  the  "real  world" —do  so  because 
have  meaning  for  about  five  minute 
An  effective  employee  survey  neve 
fades.  Its  results  are  shared  througl: 
the  organization,  and  managers  are 
ally,  truly  held  accountable  for  clos 
the  gap  between  what  people  say  n 
to  change  and  what  actually  happe- 
No  company  (or  country! )  shoul 
managed  by  polls  alone.  But  emplc 
surveys  can  be  a  powerful  force  for 
continuous  improvement.  We'd  vc 
them  any  day.  i  BW  i 

BUSINESSWEEK.COM  I 

Jack  and  Suzy  Welch  await  your  questions. 
E-mail  them  at  thewelchway@business- 
week.com.  For  their  VIDEO  PODCAST,  go  I 
businessweek.com/search/podcasting.hti 
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AvaiUd>ility  Services    ConnecutC" 

680  East  Swedesford  Road,  Wayne  PA  19087 
1-800-871-5857  |  www.availability.sungard.com/IA 


3  SEE  THE  TOP  SEVEN  ROADBLOCKS  COMPANIES  FACE  IN  ACHIEVING  INFORMATION  AVAILABILITY 
AND  FIND  OUT  HOW  TO  AVOID  THEM  VISIT  WWW.AVAILABILITY.SUNGARD.COM/IA.  .   ;,  /    • 


SunGard.  Setting  new  standards  for 
Information  Availability  by  delivering 
a  range  of  solutions  that  meet  your 
specific  availability  objectives.  Flexible 
enterprise  wide  solutions  from  IT 
management  to  Advanced  Recovery  f" 
2,500  experts.  Three  decades  of 
experience.  100%  successful  recovery 
track  record. 

To  see  how  SunGard  can  help  improve 
your  IT  availability,  stop 
by  www.availability.sungard.com/IA 
or  call  1-800-871-5857  today. 
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Enter  the  stories  behind  the  worlds  greatest  destinatic 


Adventures  by  Disney 


1     takes  you  to  the  very  places  you 
imagine  when  you  hear  the  phrase, 

"Once  upon  a  time."  with 
our  new  2008  itineraries, 

you  can  journey  to  even  more  of 

the  world... from  European 
castles  to  Incan  cities. 

These  hassle-free  vacations  offer 
exclusive  experiences  and  special 
fun  for  kids  on  trips  led  by 

Disney-trained  Adventure 

CjUldeS  who'll  show  you  the 
world  in  magical  ways  only  Disney 
could  dream  up. 

Find  out  more  at 
AdventuresByDisney.com 

Call  877.728.7282 

or  your  Travel  Agent 
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Putting  Accenture's 
research  to  work. 


High-performance  strategy, 
delivered. 

High  performers  know  to  concentrate 
resources  on  their  core  business, 
rather  than  divert  resources  to  less 
strategic  projects.  To  direct  capital 
to  its  energy  business,  BP  selected 
Accenture  to  assist  in  separating 
and  selling  their  commodity  chemical 
assets.  Accenture  helped  BP  deliver 
the  complex  separation  program  on 
an  aggressive  12-month  schedule, 
as  well  as  support  the  sale  that 
generated  $9  billion  for  BP  Group. 


Marriott 

Online  high  performance, 
delivered. 

Technology  innovation  fuels 
high-performance  businesses. 
Working  with  Accenture,  Marriott 
implemented  a  new  internet 
platform  and  a  unique  search 
engine  that  helped  the  company 
grow  annual  online  sales  to 
$4  billion,  making  Marriott.com  the 
largest  hotel  company  website 
in  the  world. 
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/e  know  what  it  takes  to  be  a  Tiger. 


cording  to  OLir  lanciinark  research  on. leaders  in  35 
iustries,  high  performers  consistently  excel  at 
nslating  information  into  business  value,  particularly 
ough  the  strategic  use  of  IT..- For  an  in-depth  look 
our, study  of  and  experiencewithJVigh  performers, 
it  accenture. com/research    •';"         :  .„. 
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H\qh  performance.  Delivered. 
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Adventures  by  Disney 

takes  you  to  the  very  places  you 
imagine  when  you  hear  the  phrase, 

"Once  upon  a  time."  With 
our  new  2008  itineraries, 

you  can  journey  to  even  more  of 

the  world... from  European 
castles  to  Incan  cities. 

These  hassle-free  vacations  offer 
exclusive  experiences  and  SpCCial 
fun  for  kids  on  trips  led  by 

Disney-trained  Adventure 

Guides  who'll  show  you  the 
world  in  magical  ways  only  Disney 
could  dream  up. 

Find  out  more  at 
AdventuresByDisney.com 

Call  877.728.7282 

or  your  Travel  Agent 


^'l'i^:u«J;l  + 


'£>ISIi)»» 


^^^ 


.1 


kV-* 


•!*^ 


CST#  2082519-50  ©Di?ney.C7a&227(fe' 


i^Jf- 


tm. 


Day  Seven,  10:45  am.  From  our  gondola  on  Venice's  Grand 
we  spot  colorful  jugglers  performing  in  front  of  elaborate  pi 


BusinessWeek 


i 


CONTENTS   003 


ARKET  RECKONING 

issive  bank  write-downs, 
rbulence  in  global  markets, 
ibbornly  high  oil  prices, 
k  of  a  U.S.  recession, 
tiat's  the  message  in  all 
;  turmoil  for  business  and 
■you— as  a  consumer,  an 
^estor,  and  a  taxpayer?  i  bw  i 

E023 


4  THE  BUSINESS  WEEK 

NEWS  YOU  NEED  TO  KNOW 

BUSINESS  OUTLOOK  Jim  Cooper: 
Exporting  America's  travails 

NUMBERS  The  global  stock  sell-off 

THE  NEXT  BUSINESS  WEEK 

BTW  Subprime  stress;  veggie 
vehicles;  "cheese"-free  photos 

FACETIME  Maria  Bartiromo  reports 
from  Davos 


I  SPECIAL  REPORT 

THE  ECONOMY  How  much  of  the 
prosperity  of  recent  years  was  real, 
and  how  much  was  credit-induced 
haze?  The  big  write-down  will  go 
far  beyond  housing 

THE  STREET  What  it  will  take  to 
drive  the  bear  back  into  its  cage 

THE  BANKS  If  a  big  one  fails,  what 
will  Uncle  Sam  do? 

THE  BAILOUT  The  stimulus  package 
won't  buy  much  more  than  time 

THE  SURVIVOR  Laurence  Fink  saw 
the  subprime  mess  coming 


042  IN  DEPTH 

042      AUTOS  It's  the  electric  car  acid 
test  for  Shai  Agassi's  audacious 
ambition:  Ending  the  era  of  gas- 
powered  autos 

058  WHAT'S  NEXT 

058      STRATEGY  Going,  going,  gone. 

What  Meg  Whitman  is  leaving 

behind  at  eBay 
060      RETAILING  The  scramble  for 

unclaimed  gift-card  cash 

062  ELECTION  2008  Cable's  crucial  new 
role  in  campaigns 

063  SCI  TECH  Hair  regrowth;  cancer- 
fighting  virus;  nano  pollution 

064  MARKETING  What  it  takes  to  move 
Toyotas  in  China:  Sweat  and  TLC 

066  B-SCHOOLS  Why  Columbia  is 
tweaking  the  case  study 

067  BANKING  Brits  are  getting  litigious 
over  fat  overdraft  fees 

068  SPORTS  BIZ  Social  networking 
sites  for  jocks 

069  HEALTH  CARE  Teaching  future  MDs 
to  just  say  no  to  drug  reps 


070  PERSONAL  BUSINESS 

INVESTING  Three  contrarians  share 
their  insights 

PLUS  Fund  fees;  home  insurance 
discounts;  refinancing  your  mortgage 

PARKER  ON  WINE  A  young  winery's 


070 


073 


076 


marvelous  malbecs 


077  OPINION 

077      FAIR  VALUE  Roben  Farzad: 
Casting  Angelo  Mozilo  as  the 
villain  of  subprime 

081  TECH  &  YOU  Steve  Wildstrom  on 
Vista's  vexing  upgrade 

082  MEDIA  CENTRIC  Jon  Fine  feels  a 
new  vibe  at  Sundance 

083  INSIDE  WALL  STREET 

084  FEEDBACK  Our  Gen  Y  cover 
generated  a  heated  reaction 

086      BOOKS  Johnston:  Free  Lunch 

088      THE  WELCH  WAY  Jack  and  Suzy 

Welch:  What  makes  an  effective 
CEO— and  American  President 


087       Company  Index 


FEBRUARY  4,2008  I  BUSINESSWEEK 


■HH 


tmm 


THE  BUSINESS 


INVESTORS  BETWIXT  AND  BETWEEN 

stock  markets  around  the  world  this  week  suffered  an 
attack  of  dizziness.  Investors  couldn't  decide  whether 
to  be  scared  that  the  world's  biggest  economy  was  on 
the  brink  of  recession  or  happy  that  the  world's  most 
powerful  central  bank  was  determined  to  keep  growth 
going.  On  Jan.  21,  before  the  Federal  Reserve  got  into 
the  act,  stock  indexes  sank  in  Asia,  Europe,  and  Latin 
America.  The  next  day  the  Fed  slashed  the  federal 
funds  rate  by  three-quarters  of  a  percentage  point, 
to  3.5%.  It  was  the  sharpest  Fed  move  since  it  started 
setting  a  target  for  the  benchmark  rate  in  1990.  Markets 
didn't  know  what  to  make  of  it  all,  dropping  in  Asia  but 
rising  in  Europe.  Matters  got  even  stranger  on  Jan.  23, 
when  the  Dow  first  sank  315,  then  closed  up  299  points 
at  12,270. 

I BW  I  PAGE  028  "What  Could  Cage  the  Bear" 


CHINA  PLUNGES 


THOUSANDS 


HANG  SENG  INDEX 
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Data:  Bloomberg  Financial  Markets 


MAINLAND  WRITEDOWN? 

The  subprime  mess  is  whacking 
even  the  Middle  Kingdom.  Bank  of 
China  could  announce  a  China- 
size  writedown  of  its  $7.95  billion 
in  subprime  debt  in  the  fourth 
quarter,  the  South  China  Morning 
Post  said  on  Jan  2 1 .  In  a  report 


to  the  Shanghai  Stock  Exchange, 

though,  the  bank  said  2007  profits 
are  expected  to  beat  last  year's, 
helped  no  doubt  by  the  raging 
economy.  Analysts  expect  fourth- 
quarter  GDP  to  boom  at  an  1 1 .5% 
annual  rate,  although  it  could  slow 
to  below  10%  in  2008. 


BIG  BANK  BLUES 

Their  earnings  hit  investors  like  a 
bounced  check.  Bank  of  America 
said  on  Jan.  22  that  fourth-quarter 
profit  plunged  95%,  to  $268  mil- 
lion, while  Wachovia  said  its  take 
for  the  same  period  evaporated  by 
98%,  to  just  $51  million.  The  cul- 
prit: $6  billion-plus  in  combined 
mortgage-related  writedowns. 
While  analysts  think  the  Fed's  rate 
cut  should  help  banks  by  widen- 
ing the  spread  between  what  they 
pay  for  deposits  and  charge  for 
loans,  lenders  acknowledge  that 
they've  got  heavy  lifting  ahead 


the  Big  Board 
sank,  then 
staged  a  rally 
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as  they  work  through  billions  in 

troubled  loans. 

I BW I  PAGE  032  "Too  Big  to  Fail" 


SMALLER  EXPECTATIONS 

Banks  can  write  off  their  mistakes, 
but  what  about  economies? 
Everyone  knows  the  U.S.  built  too 
many  homes  and  gave  out  too 
many  bad  mortgages  in  recent 
years,  although  the  arduous  pro- 
cess of  uncovering  other  problems 
has  just  started.  In  particular, 
market  turmoil  suggests  that  some 
of  the  good  news  on  corporate 
earnings,  consumer  spending,  and 
productivity  in  recent  years  may 
not  be  sustainable.  That  doesn't 
necessarily  mean  a  recession  is 
bearing  down,  but  the  U.S.  may 
have  to  whittle  its  expectations. 
I  BW  I  PAGE  024  "How  Real  Was  the 
Prosperity?" 


SO  LONG,  MEG 

So  will  she  spend  her  spare  time 
honing  her  bidding  skills  in  Web 
auctions?  After  nearly  10  years 
at  eBay,  CEO  Meg  Whitman  an- 
nounced her  retirement  on  Jan. 
23.  John  Donahoe,  president  of 
the  division  that  oversees  eBay's 
online  auction  and  shopping  sites 
worldwide,  will  take  over  on  Mar. 
31 .  His  top  job  will  be  to  goose 
the  core  U.S.  shopping  busi- 
ness, which  has  slowed  as  sellers 
migrate  to  competing  sites  such 
as  Amazon. 

□  "EBay's  Whitman:  An  Appraisal" 
businessweek.com/magazine 


NORTHERN  ROCK:  A  WAY  OUT? 

Labour  governments  in  Britain 
used  to  love  nationalizing  things, 
but  that  was  a  while  ago.  Now  it 
looks  as  if  Prime  IVlinister  Gordon 
Brown  may  be  able  to  avoid  taking 
on  Northern  Rock.  On  Jan.  21 
the  government  unveiled  details 
of  a  controversial  rescue  scheme 
for  the  shaky  mortgage  lender. 
Devised  by  Goldman  Sachs,  the 
aim  is  to  bundle  Northern  Rock's 
assets  into  state-backed  bonds 
and  sell  them  to  repay  $49  billion 


in  loans  from  the  Bank  of  England. 
That  could  avoid  having  taxpayers 
foot  the  bill  while  easing  negotia- 
tions with  potential  buyers. 


TECH  TITAN  TROUBLE 

When  Wall  Street's  mood  is  dark, 
nothing  looks  good.  That  was  the 
tale  of  the  tape  on  Jan.  23  when 
sad-sack  Motorola  and  high- 
shine  Apple  both  got  hammered. 
After  new  Moto  CEO  Greg  Brown 
announced  an  84%  earnings 
drop  for  the  December  quarter, 
the  already  depressed  stock 
plunged  1 8%,  to  9.98.  Apple, 
despite  58%  earnings  growth, 
fell  1 9%,  to  1  29,  after  it  issued  a 
so-so  second-quarter  forecast  on 
Jan.  22. 

□  "At  the  Core  of  Apple's  Numbers" 
businessweek.com/magazine 


SEARS'  LATEST  NEW  LOOK 

The  idea,  says  the  company,  is  to 
heighten  performance  by  sharp- 
ening focus.  But  is  the  real  goal 
to  spiff  up  items  for  sale?  Sears 
Holdings,  seeking  yet  again  to 
inject  some  life  into  Sears  and 
Kmart,  said  on  Jan.  22  it  would 
realign  into  five  divisions,  includ- 
ing real  estate,  brands,  and  online. 


Value  of 
securities  rated 
by  Ambac,        » 
MBIA,  and        ' 
other  bond 
insurers 

Data:  Bloomberg 
Financial  Markets 


It  Still  isn't 
working  at  Sears, 
so  Eddie  Lampert 
is  trying  another 
reorganization 
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That  should  make  it  easier  for 
Chairman  and  hedge-fund  inves- 
tor Edward  Lampert  to  sell  assets, 
a  prospect  that  sent  shares  up 
1  2%  the  day  of  the  news.  Until  the 
economy  perks  up,  however,  the 
slumping  value  of  those  assets  will 
probably  make  for  no  sale. 


ENRON  LAWSUIT:  NO  GO 

The  U.S.  Supreme  Court  closed 
out  a  lingering  chapter  in  the  Enron 
saga  on  Jan.  22  when  it  declined 
to  hear  an  appeal  by  shareholders 
seeking  billions  in  damages  from 
investment  banks  that  advised  the 
notonous  energy  giant.  The  denial 
was  expected  after  a  decision  last 
week  that  said  aggrieved  investors 
can't  sue  third  parties  who  abet 
fraudulent  schemes  unless  they 
can  show  they  relied  on  public 
statements  by  those  parties. 


AMBAC  ON  THE  BLOCK? 

"Evaluating  strategic  alterna- 
tives." It's  not  a  sexy  phrase,  but 
it  worked  for  beleaguered  bond 
insurer  Ambac,  whose  shares 
bounced  back  more  than  100% 
in  two  days  after  the  company 
used  it  on  Jan.  22.  Traders  took 
it  to  mean  a  possible  bailout  or 


BERNANKE  WHIPS 
OUTTHEAX 
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Data;  U.S.  Federal  Reserve 

sale.  On  Jan.  23,  New  York  State 
regulators  held  a  large  meeting 
with  major  investment  banks  in  an 
intensifying  effort  to  recapitalize 
and  stabilize  bond  insurers  like 
Ambac  and  rival  MBIA. 


MIRAMAX  SCORES 

Has  Disney's  Miramax  sans  Wein- 
stein  brothers  regained  its  golden 
touch?  The  studio  (together 
with  Paramount's  Vantage  unit) 
produced  two  of  this  year's  Best 
Picture  nominees.  No  Country 
for  Old  Men  and  There  Will  Be 


Blood.  Those  films  each  received 
eight  nominations,  including  Best 
Actor  for  Daniel  Day-Lewis  in 
There  Will  Be  Blood.  Landing 
seven  apiece  were  Best  Picture 
candidates  Atonement,  Juno,  and 
Michael  Clayton. 


MORE  AUTO  SHRINKAGE 

The  looming  recession  means 
General  Motors,  Ford,  and  Chrys- 
ler could  cut  even  more  jobs  as 
they  brace  for  a  skid  in  sales  this 
year.  On  Jan.  23,  GM  said  Toyota 
would  probably  pass  it  this  year  as 
the  world's  biggest  carmaker,  the 
two  having  virtually  tied  in  2007. 
Ford  is  offering  a  new  round  of 
buyouts  after  25,000  workers  ac- 
cepted one  last  year. 
a  "Who's  No.  1  ?  Who  cares?" 
businessw/eek.com/magazine 


ROCHE  BAGS  VENTANA 

It  took  seven  months  and  a  nice 
sweetener  before  the  medicine 
went  down,  but  Swiss  pharma 
Roche  finally  managed  to  win  over 
Ventana  Medical  Systems  for 
$3.4  billion  on  Jan.  22.  Headquar- 
tered in  Tuscon,  Ventana,  a  special- 
ist in  tissue-based  diagnostic  tests, 
agreed  to  unite  after  Roche  upped 
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chlan  Murdoch, 
ipert's  elder 
n  has  made  a 
^  '''■'  an  Aussie 
dia  ftiant 


nitial  offer  by  more  than 
/o.  Roche,  strong  in  cancer 
gs,  will  now  have  a  bigger 
i  in  molecular  diagnostics. 


E  SON  ALSO  DEALS 

may  have  had  a  falling-out 
^  his  father,  but  the  scion 
isn't  fall  far  from  the  mogul. 
)  years  after  quitting  Rupert 
rdoch's  News  Corp.,  elder 
I  Lachlan  joined  Aussie 
dia  heir  James  Packer  in  a 
posed  $2.8  billion  takeover 
Consolidated  Media,  the 
iest  media  company  down 
ier.  The  41  -year-old  Packer 
Lachlan,  36,  would  go 
50  with  Consolidated.  The 
ipany  said  it  would  think 
i/er. 


RIMMER  YAHOO 

king  to  take  investors' 
ds  off  its  falling  stock  price 
profits,  Yahoo!  is  mulling 
5  of  up  to  700  people,  or 
I  of  its  staff.  One  source 
3  the  move  may  be  an- 
inced  along  with  fourth- 
rter  earnings  on  Jan.  29, 
jough  the  number  of  layoffs 
I  yet  to  be  determined.  It 
(lid  be  Yahoo's  biggest  lay- 
iiince  the  dot-com  bust, 
^i^ahoo's  Search  for  a  Vision" 
(nessweek.com/magazine 


NESE  BUBBLE? 

'  3ine  the  chief  of  a  major 
iijrtcan  homebuilder  going 
'iiationa!  TV  and  telling 
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people  to  hold  off  on  buying 
a  new  home.  Well,  that's  just 
what  the  chairman  of  Vanke, 
China's  top  property  develop- 
er, did  recently.  Builders,  along 
with  government  authorities, 
are  worried  about  a  bubble. 
New  statistics  show  that  prop- 
erty prices  in  70  Chinese  cities 
rose  10.5%  year-over-year  in 
December  alone. 
□  chinadaily.com.cn 


BUFFETT  BUYS  AGAIN 

The  Sage  of  Omaha  wants  a 
big  bite  of  Swiss  Reinsurance, 
but  he's  starting  with  a  nibble. 
Continuing  his  recent  drive  to 
build  his  insurance  holdings, 
Warren  Buffett  said  on  Jan.  23 
that  he  owns  3%  of  Swiss  Re. 
He'll  also  take  on  20%  of  all  its 
property  and  casualty  business 
over  the  next  five  years. 


PRIMARY  WATCH 

Oddly,  Senator  Barack  Obama 

won  one  more  delegate,  but 
Hillary  Clinton  got  more  votes 
in  the  Jan.  1 9  Nevada  caucus- 
es, and  that  won't  do  Obama's 
prospects  much  good.  Mean- 
while, Senator  John  McCain 
succeeded  where  he  stumbled 
eight  years  ago,  with  a  GOP 
primary  victory  in  South  Caro- 
lina on  Jan.  22.  That  led  former 
Senator  Fred  Thonnpson  to 
bow  out  and  leaves  both 
parties  with  wide-open  fields 
going  into  South  Carolina's 
Democratic  contest  on  Jan.  26 
and  Florida's  test  for  both  par- 
ties on  Jan.  29. 


MORE  MINERS  MAY  MARRY 

Just  when  megamergers  in  the 
mining  sector  looked  to  have 
peaked,  Brazil's  Companhia 
Vale  do  Rio  Doce  brought 
some  Latin  spice  to  the  party 
on  Jan.  21  by  announcing  it 
was  in  talks  with  Anglo-Swiss 
rival  Xstrata  for  a  takeover 
that  could  top  $100  billion. 
With  commodity  prices  higher 
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than  ever  before,  the  linkup  would 
give  Rio  de  Janeiro-based  CVRD 
greater  access  to  copper  and 
zinc  markets  and  make  it  the  No.  1 
nickel  producer. 


BONANZA  FOR  NBC 

NBC  Universal  is  eyeing  a  horde 
of  Olympic  gold.  The  Summer 
Games  in  Beijing  could  rake  in 
a  record  $1.1  billion  in  ad  sales 
for  the  network,  according  to 
internal  sources.  NBC  Universal 
will  broadcast  more  than  3,600 
hours  of  coverage  of  the  Beijing 
games,  which  tops  the  combined 
total  of  all  Summer  Olympics  ever 
televised  stateside. 
B  tvweek.com 


ANOTHER  SEC  VACANCY 

And  then  there  were  none— Dem- 
ocrats, that  is.  The  SEC's  lone 
Dem,  Annette  Nazareth,  gave  the 
White  House  her  two-week  notice 


on  Jan.  1 8,  leaving  the  bipartisan 
five-member  commission  with 
three  Republicans  and  two  empty 
seats.  The  Administration  still 
hasn't  nominated  a  replacement 
for  Democrat  Reel  Campos,  who 
left  last  fall.  And  with  a  lengthy  and 
politically  charged  clearance  pro- 
cess, the  prospects  of  filling  those 
vacancies  before  the  end  of  the 
year  grows  dimmer  by  the  day. 


AGASSI'S  MISSION 

Can  a  software  guy  help  revolu- 
tionize cars  and  save  the  planet? 
Shai  Agassi,  a  39-year-old 
Israeli,  rose  to  be  a  top  executive 
of  software  goliath  SAP.  But  last 
year  he  heard  the  call  of  global 
warming  and  is  launching  an 
effort  to  replace  gas-powered 
vehicles  with  electric  ones.  It's  the 
ultimate  quest  for  an  auto-industry 
outsider. 

I BW I  PAGE  042  "The  Electric  Car  Acid 
Test" 


RX  FOR  ROMANIA 

Zentiva  thinks  it  has  hit  on  the 
right  prescription  for  Romania. 
The  Czech  drugmaker  saw  profits 
there  shoot  up  by  over  52%  in 
2006,  following  its  acquisition 
of  Sicomed,  the  local  leader  in 
genencs.  But  by  2007  the  local 
unit  was  in  turmoil.  Market  share 
was  slipping,  and  profits  were 
falling,  paving  the  way  for  the 
resignation  of  the  country  manager 
in  July,  reports  the  Jan.  29  edi- 
tion of  BusinessWeek  Romania. 
Profits  for  the  first  nine  months  of 
2007  fell  37%,  to  just  under  $5 
million.  In  an  interview,  the  unit's 
new  chief,  Josef  Belcik,  details  his 
plan  to  revive  sales  by  restructur- 
ing operations  and  cutting  new 
deals  with  suppliers  and  vendors. 
Yet  analysts  warn  that  without  a 
serious  overhaul  of  its  product 
portfolio,  Zentiva  still  faces  an  up- 
hill battle  in  Romania's  increasingly 
competitive  drug  market. 
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EXPORTING  AMERICA'S  TRAVAILS 

The  effects  abroad  may  not  be  as  immediate— and  severe— as  before, 
but  a  U.S.  recession  would  still  hurt  global  markets 


Given  America's  preeminent  role  in  global  growth,  it  has  long  been  true  that  when  the  U.S.  sneeze; 
the  rest  of  the  world  catches  a  cold.  Last  year,  a  new  theory  came  along:  With  the  rise  of  China  and 
India,  along  with  progress  toward  structural  reform  in  Europe  and  sounder  economic  policy  in  ma 
emerging -market  nations,  maybe  the  U.S.  has  become  "decoupled"  from  the  rest  of  the  world.  Th 
is,  if  the  U.S.  sneezes,  does  the  rest  of  the  world  even  notice?  The  global  stock  sell-off  on  Jan.  21  ar 


scattered  signs  that  some  economies 
overseas  are  already  under  the  weather 
brings  a  new  urgency  to  the  debate. 

The  issue  is  important  because 
foreign  trade  is  an  increasingly  crucial 
player  in  the  U.S.  outlook.  Amid  strong 
growth  abroad,  U.S.  exports  have  risen 
9.3%  annually  over  the  past  two  years. 
A  narrowing  U.S.  trade  deficit  has  add- 
ed, on  average,  0.5  percentage  point  per 
quarter  to  economic  growth  over  that 
period,  and  trade  is  being  counted  on 
heavily  to  provide  support  through  this 
year's  economic  weakness. 

Clearly,  the  linkage  between  U.S. 
activity  and  that  overseas  may  not 
be  as  strong  as  it  used  to  be,  but  it's 
not  broken.  U.S.  influence  is  not  only 
through  the  flow  of  goods  and  services. 
As  recent  events  show,  global  financial 
markets  are  strongly  coupled.  U.S. 

TWO  TRACKS  FOR  WORLD 
GROWTH-AND  EXPORTS 

BILLIONS  OF  DOLLARS.  12-MONTH  SUMS 


U.S.  EXPORTS  TO 


^     •  MAJOR  INDUSTRIALIZED  ECONOMIES* 
■^  •  REST  OF  THE  WORLD 


JAN.  06  NOV.  07 

■INCLUDES  EUROZONE.  U.K.,  CANADA,  JAPAN 

Data:  U.S.  Census  Bureau,  Global  Insight 


subprime  turmoil  quickly  spread  to 
Europe's  credit  markets,  tighten- 
ing conditions  there.  Global  stock 
bourses  have  followed  U.S.  markets 
down,  with  effects  on  global  wealth 
and  spending.  And  the  dollar's  plunge 
has  lifted  many  foreign  currencies  to 
trade -punishing  levels.  The  Federal 
Reserve's  three-quarter-point  cut  in 
its  target  rate  on  Jan.  22,  surprising  for 
both  its  size  and  timing,  was  a  direct 
result  of  global  market  turmoil. 

So  far,  growth  in  the  rest  of  the 
world  is  holding  up,  but  some  early 
signs  of  U.S.  -led  slowing  are  ma- 
terializing. The  euro  zone's  trade 
surplus  slipped  for  the  third  month 
in  a  row.  British  hohday  sales  looked 
as  sluggish  as  those  in  the  U.S.,  and 
Germany's  main  gauge  of  investor  ex- 
pectations is  at  a  15 -year  low.  Japanese 
growth  is  soft,  with  exports  to  the  U.S. 
down  for  three  consecutive  months. 
Closer  to  home,  Mexico's  industrial 
output  has  slowed,  and  Canada  is  cut- 
ting rates  amid  a  weakening  outlook 
for  exports. 

Global  growth  will  most  likely  fol- 
low two  different  tracks  this  year  as 
industriaUzed  nations  gear  down  more 
than  developing  countries  (chart). 
Europe,  Canada,  and  Japan  are  more 
vulnerable  to  U.S.  -related  problems, 
such  as  credit  tightening  and  currency 
levels  that  hurt  trade.  However,  nearly 
half  of  U.S.  exports  go  to  developing 
nations.  Grovd:h  there  is  more  insulat- 
ed from  these  issues  and  will  continue 
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at  a  slower  but  still  brisk  pace. 

Growth  in  China,  at  more  than  1 
in  2007,  will  remain  booming  but ,; 
a  notch  as  U.S.  growth  slows  and  a 
poHcymakers  try  to  cool  off  Chinat 
overheating  economy.  The  rest  of  i 
Asia  will  follow  China  but  still  ben 
from  its  strength.  Russia  and  OPEE 
will  enjoy  their  oil  revenues,  and  II 
America  is  well  positioned  for  heai 
growth.  Solid  gains  in  emerging-ri 
ket  nations,  which  are  rapidly  buili 
their  infrastructures,  are  a  big  plui 
U.S.  exports,  almost  half  of  which 
capital  goods  and  industrial  mate'i 

Whatever  downdraft  America  e:i 
on  global  grov^i:h  this  year,  its  impipi 
will  surely  reflect  the  degree  of  U.! 
weakness.  Therein  lies  the  risk.  Tl 
U.S.  is  the  world's  largest  exporter 
it  is  also  the  biggest  importer.  A  na 
U.S.  recession  will  not  only  penalil 
world  growth  but  also  undermine 
prospects  by  limiting  exports. 

So  far,  U.S.  data  do  not  point  to 
broad  economic  contraction.  Yes  ■  '^' 
job  markets— where  the  first  defii 
five  signs  of  recession  usually  she 
up— are  slowing.  But  the  econom 
not  yet  experiencing  the  sharp  pa 
drops  typical  of  a  recession.  Like\ 
unemployment  has  jumped,  whil 
jobless  claims  have  not.  That  mui 
outlook  will  become  clearer  on  Fe 
when  the  Labor  Dept.  issues  its  n 
employment  report.  Policymakei 
and  investors  around  the  world  w 
watching  closely.  1 BW 1 
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Is  your  IRA  vs^orking  hard  enough? 


Every  day,  thousands  make 
the  switch  to  a  Fidelity  IRA. 

Fidelity  is  America's^  ^1  IRA  choice 


Everyone  has  their  reason  for  switching  to 
a  Fidelity  IRA.  Maybe  it's  the  quality  of 
the  investment  choices  we  offer,  or  the  free 
guidance  to  help  you  choose.  Or  that  you 
won't  pay  loads  on  Fidelity  funds.  Let  us 
help  you  find  your  own  reason  to  switch. 
It's  easy  —  talk  with  one  of  our  Rollover 
Specialists  today. 

Open  your  Fidelity  IRA  today. 

•  Transfer. 
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IRAs  together. 

•  Roll  over. 

Expand  your  investment  options  by 
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I  •  Contribute. 

Jump-start  your  retirement  savings 
by  making  an  early  IRA  contribution 
1    this  year. 


Call  1.866.608.1510  or 
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Rollover  Specialists.  Experts  who  make  it  easy  to  move  your 
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Free  investment  help.'  We  give  you  one-on-one  help  choosini 
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More  4-  and  5-star  funds.^  We  manage  more  highly  rated 
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No  IRA  account  fees.  Plus,  no-load'  Fidelity  fiands. 

24/7  Service.*  Access  to  your  account  —  including  someone 
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Fideliiy 

Smart  move! 


re  mvestmg,  consider  the  fund's  investment  objectives,  risl<s,  charges,  and  expenses.  Contact 
lity  for  a  prospectus  containing  this  information.  Read  it  carefully. 

that  thousands  make  the  switch  based  on  average  daily  number  of  TOAs  and  rollovers  Into  a  Fidelity  IRA  account  from  1/1/07  through 
'07.  Claim  that  Fidelity  is  America's  #1  IRA  choice  is  based  on  Cerulli  Associates,  The  Cerulli  Edge™  —  Retirement  Edition,  Fourth 
sr  2007,  based  on  an  industry  survey  of  firms  reporting  Total  IRA  Assets  Admrnistered  for  Q2  2007. 

dance  is  provided  by  Fidelity  Representatives  through  the  use  of  Fidelity's  suite  of  guidance  tools.  These  tools  are  educational  tools 

not  intended  to  serve  as  the  primary  or  sole  basis  for  your  investment  or  tax-planning  decisions. 

-f  12/31/07, 88  out  of  159.  funds  rated  4  or  5  stars  by  Morningstar.  ,       ,     ,  ,  ,  _, 

i  expenses,  brokerage  commissions,  and  SIMPLE  IRA  fees  still  apply.  Depending  on  your  situation,  low-balance,  short-term  trading,  and 

>unt  closing  fees  may  apply  Other  fees  and  expenses  applicable  to  continued  investment  are  described  in  the  fund's  current  prospectus. 

em  availability  and  response  time  may  be  subject  to  market  conditions. 

/  Brokerage  Services,  Member  NYSE,  SIPC  _  479941 
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imagine  a  company  that  allows  you 
to  see  more  clearly  in  the  dark 

Samsung's  81  Series  1 080p  LCD  features  an  industry  first:  a  groundbreaking 
500,000:1  dynamic  contrast  ratio  that  brings  sharper  definition  even  to 
darker  areas.  It's  made  possible  by  our  LED  Smart  Lighting™  backlighting 
technology,  which  allows  different  areas  of  the  screen  to  light  up  independently 
It  also  creates  more  natural  color  representation  and  virtually  eliminates 
motion  blur  An  HDTV  that's  leading  an  entire  industry  out  of  the  Dark  Ages. 
With  the  Samsung  81  Series  1080p  LCD,  it's  not  that  hard  to  imagine. 
For  more  information,  visit  www.samsung.com/hd 
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S.  UNCERTAINTY 

n  ROUND  THE  WORLD 


mes  Mehring/Charts  by  Laurel  Daunls-Allen 

icerns  about  the  credit  crunch,  a  recession  in  the  U.S.,  audits 
lie  effect  on  other  economies  are  causing  stocks  to  fall  across 
globe  and  stirring  up  volatility.  Among  the  biggest  global  losers 
U.S.  bond  insurers,  while  some  foreign  lenders  are  doing  well. 


lers  and  Losers:  Among  the  S&P  Global  1  200  companies,  financial  firms  with 
links  to  the  credit  crisis  are  the  focus  of  investors'  ire. 
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.n.  22,  2008.  "Equity  prices  are  dollar-denominated,  and  returns  include  any  dividend  payments, 
itandard  &  Poor's,  Bloomberg  Financial  Markets 


r  THE  BOTTOM  OF  THE  BARREL 

ji  hitting  a  record  high  last  Oct.  9,  the  S&P  500  has  tumbled  nearly  1 5%. 
is  off  more  than  20%  over  the  same  period. 


ai 


Data;  Bloomberg  Financial  Markets 


The  Dance  of  the  S&P:  Volatility  is 
coming  back,  with  big  swings  in  stock 
prices  occurring  more  frequently. 

NUMBER  OF  DAYS  EACH  MONTH  THE 
S&P  500  ROSE  OR  FELL  MORE  THAN  1.5 
PERCENTAGE  POINTS 


•JAN.  1-23,  2008 

Data;  Standard  i  Poor's, 
Global  Insight, 
BusinessWeek 
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Tell  us  about  it.  For  BusinessWeek': 
second  annual  Customer  Service 
Champs  ranking,  we've  created  an 
online  forum  where  readers  can  sh 
their  most  recent  experiences— go 
or  bad.  And  if  it  wasn't  good,  tell  us  how  you  resolved  t 
situation.  We're  interested  in  finding  the  most  creative 
tactics  customers  have  discovered  for  fixing  a  billing  er 
having  a  product  repaired,  or  getting  a  refund.  Go  to 
businessweek.com/go/o8/service  to  sound  off. 

After  you've  vented,  check  out  the  world's  fastest 
production  car.  We've  got  an  exclusive  review  and  vide 
of  the  $600,000  SSC  Ultimate  Aero  (top  speed:  256  m 
Go  to  businessweek.com/go/o8/fastcar  for  a  peek.  1  bw 
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Market  ups  and  (downs  an(d  a  big  rate 
cut  by  the  Fed  have  left  investors 
spinning.  What  (Joes  it  all  mean 
for  your  portfolio?  Check  out  what 
contrarian  investors  have  to  say 
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will  guide  you  straight  to  them.  We 
take  a  look  at  shopping  technology 
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the  drudge  work  for  you. 


AMATEURS  ON  BOARD 
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financing  their  research  by  letti 
gung-ho  geeks  tag  along. 

BUFF  UP  YOUR  CREDIT 

We  picked  financial  advisers'  b(. 
for  tips  on  saving,  investing,  am. 
boosting  your  overall  credit  ratit 
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BusinessWeek  TV.  To  see  video  cli:l 
find  your  local  station  and  airtime^ 
Zip  Code,  go  to  businessweektv.cKJ 
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The  naked  eye  sees  ten  good  invesbnents. 
he  trained  eye  ^ies  one. 


hey  say  a  shrewd  investor  can  spot  a  winner  a  mile  away.  Why  you'd  judge  an  investment  from  a  mile  away  is 
>nd  us.  But  you  get  the  point.  The  trained  eye  sees  things  the  untrained  eye  can't.  No  wonder  professional  investors 
heir  sights  on  SPDRs'^''  from  State  Street.  Our  ETFs  are  precisely  designed  to  match  your  investments  to  your 
stment  strategy.  International.  Fixed  Income.  Real  Estate.  Whatever  the  market  segment,  you  get  exactly  what's 
iie  label.  Nothing  more.  Nothing  less.  If  you'd  like  to  take  a  closer  look  at  our  ETFs,  visit  spdretfs.com.  Find  out 
\we're  the  apple  of  the  experienced  investor's  eye. 


State  Street  Global  Advisors 

Precise  in  a  world  that  isn't' 


O  r^r^-nr^  A       Befofe  investing,  consider  the  funds'  investment  objectives,  risks, 

^XAXP  V^'riPprp'X         "^       charges  and  expenses.  To  obtain  a  prospectus,  which  contains  this 
.Jir-Lll^  ^llVL_Llo       A^^ooN    information,  call  1.866.787.2257.  Read  it  carefully. 
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tee  an  ETF  will  meet  its  objective.  SPDR  shares.  MidCap  SPDRs.  and  Diamonds  are  issued  by  SPDR  Trust,  MidCap  SPDR  Trust,  and  Diamonds  Trust  respectively. 
PDR"  trademark  is  used  under  license  from  The  McGraw-Hill  Companies,  Inc.  ("McGraw-Hill").  No  financial  product  offered  by  State  Street 
Advisors,  a  division  of  State  Street  Bank  and  Trust  Company,  or  its  affiliates  is  sponsored,  endorsed,  sold  or  promoted  by  McGraw-Hill. 
Jtor:  State  Street  Global  Markets,  LLC,  member  FINRA,  SIPC,  a  wholly  owned  subsidiary  of  State  Street  Corporation.  References  to  State  Street  may 
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University  of  Navarra 


MCDONALD'S 

Jan.  28,  1  2  noon  EST 
Investors  will  study 
fourth-quarter  earnings 
for  signs  that  consumers 
are  cutting  back  on  their 
spending.  Already,  a 
survey  of  U.S.  franchi- 
sees revealed  December 
same-store  sales  grew  at 
the  weakest  pace  in  the 
report's  six-year  history. 

JAPAN'S  ECONOMY 

Jan.  28,  6;50  p.m.  EST 
Economists  will  look  at 
December  consumer 
spending  data  for  more 
evidence  the  economy  is 
losing  steam.  December 
industrial  production  data, 
due  on  Jan.  29,  also 
deserve  attention. 

STATE  OF  THE  UNION 

Jan.  28,  9  p.m.  EST 
President  George  W. 
Bush  will  deliver  his  last 
State  of  the  Union 
address.  He's  likely  to 
focus  on  Iraq  and  the 
economy. 

MORE  RATE  RELIEF? 

Jan.  29-30 

The  Federal  Reserve  may 

lower  interest  rates  again 


at  its  regular  monetary 
policy  meeting.  Fears  of  a 
U.S.  recession,  sinking 
stock  prices,  and  a  credit 
crisis  led  to  a  surprise  75 
basis-point  cut  on  Jan. 
22,  putting  the  target  fed 
funds  rate  at  3.5%. 

FLORIDA  PRIMARIES 

Jan.  29 

Both  parties  hold 
primaries  in  the  fourth- 
most-populous  state.  The 
contest  is  key  for  Repub- 
lican candidate  Rudolph 
Giuliani,  who  brushed  off 
earlier  primary  races  to 
focus  on  Florida. 

YAHOO! 

Jan.  29,  5  p.m.  EST 
The  Internet  company 
reports  fourth-quarter 
results.  Job  cuts  are  also 
expected  in  the  near 
future.  » 

JAPANESE  AUTOS 

Jan.  30,  4  a.m.  EST 
Honda  Motor  gives  fiscal 
third-quarter  results, 
Nissan  Motor  issues 
earnings  for  the  same 
period  two  days  later,  and 
Toyota  follows  on  Feb.  5. 
U.S.  vehicle  sales  ended 


the  year  on  a  soft  note,< 
with  December  purchz' 
edging  up  for  Honda  a 
down  for  Toyota  and 
Nissan. 

U.S.  ECONOMY  SLOV 

Jan.  30,  8:30  a.m.  EST  '. 
Real  gross  domestic 
product  probably  grev 
a  tepid  annual  rate  of 
1 .2%  in  the  fourth  qua  •. 

HOUSEHOLD  NAMES 

Jan.  31 

Consumer-products 
makers  Procter  & 
Gamble  and  Colgate- 
Palmolive  report  fisca 
second-quarter  and 
fourth-quarter  results' 
respectively.  Revenue* 
growth  outside  the  U.J 
has  been  strong  for  bs 
companies. 

BIG  OIL 

Jan.  31,  2  a.m.  EST 
Fourth-quarter  earnin 
for  Royal  Dutch  Shell 
likely  to  show  improve 
ment  from  the  previoi 
quarter.  Better  results; 
also  expected  by  Exx( 
Mobil  and  Chevron  w 
they  report  on  Feb.  1.1 

U.S.  JOBS  REPORT 

Feb.  1,  8:30  a.m.  ESTi 
Employers  probably  L 
around  50,000  worki 
in  January  after  addini 
1 8,000  in  December 
Economists  will  pay  t 
attention  to  the  jobieli 
rate,  which  rose  to  a  ^ 
more  than  two-year  t 
of  5%  in  December. ' 


? 
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OPEC 

Feb.  1 
OPEC  will  hold  a  spe 
meeting  to  discuss  a 
oil  production.  Despi' 
U.S.  prices  around  $■■■ 
barrel,  OPEC  ministe 
are  expressing  reluct 
to  lift  their  output.  iB\ 
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'<erry  Sulkowicz,  M.D. 
ne  may  find  it  tough  to  muster  sympathy 
the  Wall  Street  players  whose  jobs  have 
n  threatened  or  lost  in  the  mortgage  mess, 
there's  a  lot  to  learn  about  the  emotional 
ssures  on  executives  — and  not  just  those  at 
top— during  such  corporate  crises. 


BTW 
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Not  surprisingly,  CEOs  of 
companies  in  turmoil  often  feel 
helpless,  deeply  anxious,  and— 
especially  if  they're  likely  to  be 
fired— ashamed.  (Yes,  despite 
those  huge  pre -negotiated  sever- 
ance packages.  Some  even  feel 
guilty  about  such  payouts  but 
fear  that  refusing  them  would 
be  admitting  culpability.)  Add  to 
this  the  role  -induced  isolation 
of  many  a  CEO.  As  things  fall 
apart,  it  can  intensify  and  spread 
to  senior  managers,  who  may  feel 
unable  to  approach  the  boss. 

If  you're  an  executive  in  the 
C- suite,  or  at  any  level,  you 
may  also  feel  a  sort  of  guilt  by 
association  from  working  at  a 
company  in  trouble — especially 
one  that's  making  headlines.  It 
helps  to  find  a  trusted  confidant, 
preferably  outside  the  workplace, 
to  talk  with  you  about  this .  Mean  - 


while,  brace  yourself  for  lots  of 
unsolicited  advice— suggestions 
about  how  to  save  the  day  or 
well-meaning  encouragement 
to  quit.  It's  normal  to  feel  torn 
between  these  two  extremes.  But 
resist  the  heroics.  And  give  your- 
self time  to  reflect  on  whether 
leaving  is  the  best  course.  (It  may 
be.)  Finally,  while  it's  adaptive  to 
protect  oneself  in  times  of  trou- 
ble, try  not  to  become  distrustful 
and  suspicious.  Blame -throwing 
is  inevitable,  and  organizations 
in  a  tailspin  love  to  find  scape- 
goats. But  a  bunker  mentality 
undermines  the  managerial— and 
emotional— skills  you'll  need  to 
get  through  the  crisis. 

Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst 
and  founder  of  Boswell  Group,  advises 
CEOs  on  psycfiological  aspects  of  busi- 
ness. Send  him  questions  at  analyze- 
this@businessweek.com. 


EALLY  GREEN  MACHINES 


the  North  American  International  Auto  Show  in  Detroit 

n.  19-27),  the  buzz  is  going  beyond  electric  and  clean- 

3rid  cars,  as  automakers  search  for  new  ways  to  say  "green" 

consumers.  Here,  a  sampling  of  the  natural  or  recycled 

^:ff  being  used  by  carmakers  for  models  we  can  buy  now  or 

)  "concept  cars"  that  point  to  what  we'll  be  driving  soon. 
avid  Kiley 


HYUMMIER  NEW-CAR  SMELL? 

VIATERIAL                                                  USE 

CAR  MODEL 

■nana  Leaves 

Carpet 

Lincoln  MK-T  concept  car 

iamboo  and  plant  resins 

Dashboard 

Mitsubishi  CX-T  concept  SUV 

■Bonut  husks 

Seat  cushions 

Mercedes-Benz  models 

Recycled  plastic  bottles 

Door  panels 

Lincoln  MK-T  concept  car 

PN' 

Carpet 

Rolls  Royce  Drophead  Coupe 

r)ata:  Detroit  Auto  Show 

MORE  CHEESE,  PLEASE 


Look  for  fewer  dis  - 
gruntled  faces  in  the 
group  picture  taken 
at  the  next  company 
offsite.  FotoNation, 
a  Burlingame  (Calif.) 
company  that  patented 
red-eye  detection  for 
cameras,  is  coming  out 
with  software  that  de- 
tects smiles  — and  their 
absence.  The  program 
allows  a  photographer 
(including  a  camera - 

phone  jockey)  to  use  the  viewfinder  to  zero  in 
on  nonsmilers  and  delay  the  shot  until  they 
flash  a  grin.  Aimed  particularly  at  corporate - 
event  and  school  photographers,  the  feature 
will  debut  at  the  Photo  Marketing  Assn.  con- 
ference in  Las  Vegas  on  Jan.  31,  FotoNation 
says,  and  roll  out  later  this  year  in  a  major 
camera  brand.  -AiliMcConnon 
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THE  LAP  OF  LUXURY 


Dogs  of  Chicago,  rejoice.  If  your  owner  flies  out  of  O'Hare  Inter- 
national Airport,  you  can  wait  out  the  trip  at  a  posh  spot  near- 
by— catching  Animal  Planet  on  a  flat  -  screen  TV  and  splashing 
in  a  dogbone- shaped  pool.  Paradise  4  Paws,  a  24/7  "pet  hotel," 
will  open  a  few  miles  from  O'Hare  on  Mar.  1.  The  facihty,  which 
will  also  board  cats,  grew  out  of  a  2005  entrepreneurship  class 
at  Northwestern's  Kellogg  School  of  Management.  (Students 
modeled  P4P  after  a  popular  pet  hotel  near  Japan's  Kansai  Inter- 
national Airport.)  Customers  will  pay  up  to  $75  a  night  for  dogs 
and  $35  for  cats.  Backers,  who  include  Kellogg  professors,  plan 
to  open  a  second  P4P  near  Chicago's  Midway  Airport  by  Sep- 
tember, and  10  more  across  the  country  after  that.  -JingZhou 


FROM  RUSSIA,  WITH 
BACKING  FROM  DAD 


It's  a  teenage  girl's  dream— and  Kira  Plastini 
na's  reality.  With  an  assist  from  her  multimi 
lionaire  dad,  the  15 -year- old  Russian  has  he 
own  fashion  label.  She  already  has  31  outlets 
in  Russia  and  Ukraine.  Now  she's  eyeing  the 
U.S. ,  planning  10  stores  in  Los  Angeles  and 
New  York,  launching  the  first  in  Manhattan 
in  March.  A  few 
months  ago,  her 
father,  dairy  tycoon 
Sergei  Plastinin, 
paid  Paris  Hilton 
(right,  with  Plas- 
tinina)  a  reported  $2 
milHon  to  model  her 
collection  in  Mos- 
cow, leading  British 
tabloid  The  MaiZ 
On  Sunday  to  dub 
her  one  of  Russia's 

"spoilt  bratskis."  But  her  designs— lots  of 
pink,  purple,  and  frills— are  a  hit  with  Russi 
teens,  who  pay  $60  to  $75  for  her  miniskirts 
and  blouses.  "I  think  girls  respond  to  how  c^ 
they  look  in  the  clothes,"  says  Natalie  Horm^ 
a  writer  for  Fashionista.com  -jasonBush 


WHY  ATHLETES  ARE  LEAVING  BEIJING  TO  THE  LAST  MINUTE 


China's  new  economic  might  will  be  on  display  in  the  2008  Summer  I 
Games.  But  Beijing  won't  get  all  the  Olympic  business.  The  U.S.  and  rr^ 
than  a  half-dozen  European  countries  will  train  their  athletes  in  Japani 
in  the  weeks  before  the  event,  according  to  Japan's  Olympic  CommitteJ 
And  10  nations,  including  New  Zealand,  will  base  their  athletes  in  Kor  i 
Publicly,  sports  officials  cite  the  world-class  facihties  in  both  nations,  i 
"But  officials  from  several  countries  told  us  they  were  worried  about  t! 
food  and  pollution  in  Beijing,"  says  Tetsuyuki  Imataki,  a  spokesman  fo 
Japanese  prefecture  of  Kagawa.  Eager  for  the  economic  boost,  Kagawf 
some  Scandinavian  teams  a  75%  discount  on  stadium-use  fees.  For  Ja] 
positive  PR  may  be  the  real  payoff:  Tokyo  has  invested  huge  resources 
bid  to  host  the  2016  Games.  -Kenji  Hall  and  Moon  Ihlwan 
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IICES  FROM 
IVOS  AND 
IE  FINANCIAL 
tONT  LINES 


As  the  snow  flew  in  Davos,  the 
fur  was  flying  on  exchanges 
all  around  the  globe.  Fears  of  a 
U.S.  recession  set  off  a  wave  of 
selling  that  sent  the  Dow  below 
12,000,  although  by  press  time 
on  Jan.  23  global  markets  were 
ng  down  and  recouping  losses.  To  gauge  reactions 
;s  the  business  spectrum,  I  talked  with  the  managers 
io  massive  pension  funds  in  the  U.S. ,  Christopher }. 
an  of  CalSTRS  and  Russell  Read  of  CalPERS;  General 
CEO  Kendall  J.  Powell;  Barclays  President  Robert  E. 
i.ond  Jr.;  and  Glenn  Hutchins,  co-CEO  of  private  equity 
[silver  Lake.  Everyone  but  Ailman  and  Read  were  at  the 
ji  Economic  Forum,  where  the  luminaries  ranged  from 
tary  of  State  Condoleezza  Rice  to  News  Corp.  Chair- 
iupert  Murdoch.  But  most  eyes  were  glued  to  the  news 
aning  far  from  the  frosty  Swiss  Alps. 


Hutchins,  Read, 
Powell,  Ailman, 
and  Diamond 


MARIA  BARTIROMO 

What's  your  reaction  to  the  Fed's  rate  cut? 

CHRIS  AILMAN,  CalSTRS 

We  think  it's  finally  a  sign  that  the  Fed  is  going  to  stop  wor- 
rying about  inflation  and  start  focusing  on  the  economy. 
Since  we  're  a  long  -  term  investor  and  we '  ve  been  under- 
weight in  U.S.  stocks,  we  think  this  is  a  buying  opportunity. 
One  concern  is  that  no  one  can  tell  us  what  really  started 
this  in  Asia  other  than  Asia's  concern  over  the  U.S.  Yet  then 
[the  U.S.]  reacts  to  Asia.  Are  we  a  dog  chasing  our  tail?  This 
all  raises  the  stakes  for  a  U.S.  and  global  recession.  It  would 
be  nice  to  see  non-U.S.  stocks  react  to  their  home  economy 
rather  than  America's. 

MARIA  BARTIROMO 

How  would  you  characterize  the  current  business 

environment  ? 
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KEN  POWELL,  General  Mills 
Well,  we  are  the  ultimate  noncyclical 
business.  For  the  first  half  of  the  year, 
sales  are  ahead  of  expectations. 


What  about  inflation  ?  

Three  years  ago  we  started  telling 

people  we  would  be  in  a  period  of  higher 

inflation.  So  we  have  tried  to  absorb  the  costs  and  innovate. 

We  are  expecting  4%  to  5%  inflation,  and  that's  what  we 

have  prepared  the  company  for. 

What  about  pressure  on  the  food  business  from  the 
increased  use  of  ethanol  from  corn? 

No  doubt,  in  the  short  term  diverting  some  corn  for  ethanol 
is  inflationary.  But  we  can  get  as  much  corn  as  we  need. 
What  is  really  pushing  inflation  is  demand. 

MARIA  BARTIROMO 

Did  the  Fed  make  the  right  move  in  cutting  rates? 

RUSSELL  READ,  CalPERS 

My  view  is  that  the  cut  is  appropriate  and  reflective  of  real 
concern  about  an  economic  slowdown.  The  Fed  is  clearly 
balancing  slowdown  conditions  with  inflation  concerns  at 
a  particularly  tricky  time.  Namely,  significant  weakness  in 
the  dollar  has  accentuated  inflation  in  commodities  and 
imports.  My  sense  is  the  Fed  obviously  views  a  slowdown 
as  the  greater  concern  at  this  moment,  but  its  ability  and 
willingness  to  engineer  further  cuts 
will  depend  upon  what  it  views  as  the 
greater  concern,  slowdown  or  inflation, 
as  the  year  unfolds. 

MARIA  BARTIROMO 

What  do  you  see  in  the  year  ahead? 


BOB  DIAMOND,  Barclays 

We  will  have  a  tough  2008,  and  it  is 
largely  a  liquidity  issue,  not  so  much  a 
credit  issue.  As  far  as  the  global  slow- 
down, I  do  not  beheve  in  this  decoupling 
idea— that  the  U.S.  can  have  a  sharp 
slowdown  and  the  rest  of  the  world  will 
not.  We  haven't  seen  a  real  change  in 
Asia  yet,  but  in  Europe  we  are  starting  to 
see  the  effects. 


1  DO  NOT  BELIEVE  IN  THIS  DECOUPLING  IDEA-THAT 
THE  U.S.  CAN  HAVE  A  SHARP  SLOWDOWN  AND  THE 
REST  OF  THE  WORLD  WILL  NOT"  -BOB  DIAMOND 


MARIA  BARTIROMO 

What's  your  read  on  the  financial  environment? 

GLENN  HUTCHINS,  Silver  Lake 

A  lot  of  uncertainty  is  radiating  from  financial  services, 
beginning  in  New  York  and  London.  But  outside  of  housi 
the  economy  seems  pretty  good.  In  the  tech  community, 
everyone  had  a  terrific  20 07.  Most  people  are  giving  cau- 
tious guidance  because  of  the  uncertainty  they  are  hearu 
Growth  expectations,  like  hquidity,  are  a  psychological  ij 
sue,  not  a  technical  issue.  We  can  talk  ourselves  into  a  ere 
crunch  and  a  slowdown.  But  we  are  still  seeing  a  fair  amc 
of  deals.  There  are  distressed  assets  out  there,  and  we  wi 
use  less  leverage  and  more  equity  in  our  transactions. 

Doesn't  it  concern  you  when  we  see  the  Dow  open  40 
points  down? 

It's  hard  to  go  through  turbulent  times  that  generate  negi 
five  sentiment.  But  it's  healthy  to  flush  excesses  out  of  or 
system.  Japan  took  a  long  time  to  flush  the  negatives  out : 
and  it  stagnated  for  a  decade.  When  we  have  a  disruptioii 
we  get  back  to  growth  pretty  quickly.  This  is  unlike  any 


Rice  at  the 

World  Economic 
Forum:  Volatile 
marl<ets  got 
the  attention 


What  can  you  do  to  offset  a  difficult  2008  ? 

That  is  the  key  question:  How  do  you  deal  with  the  tough 
market  conditions  we  anticipate.  We  are  not  going  to  stop 
investing  throughout  this  period  in  commodities,  in  equi- 
ties, and  in  global  markets  like  Asia. 

Are  you  looking  for  more  money  from  abroad? 

Our  balance  sheet  is  strong.  We  completed  injections  of 
capital  from  Temasek  Holdings  [the  Singapore  sovereign - 
wealth  fund]  and  from  China. 


Davos  I've  been  to.  There's  a  minute -to -minute  focus  0 
markets,  whereas  in  the  past  we  were  able  to  step  back. 

What's  the  next  Google? 

It's  wireless  content.  I  have  my  Bloomberg  on  my  BlackE 
It's  fantastic.  And  that's  what  people  will  want.  Capabili 
and  content  will  be  very  significant.  Wireless  and  mobili 
have  a  chance  to  be  bigger  than  the  PC.  1 BW 1 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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John  Lee 

Co-PuW/s^er,  THEME  Magazine 


Ask  John  Lee  Why  He  Loves  His  BlackBerry 

'My  wife  and  I  publish  THEME,  a  magazine  that  showcases  worldwide  Asian  culture.  We  have  a  growing, 
acclaimed  business-and  a  baby  on  the  way.  Managing  it  all  can  be  challenging,  but  with  a  BlackBerry® 
smartphone,  it's  not  as  daunting.  Our  business  is  small  but  my  BlackBerry  8830  from  Verizon  Wireless 
Dutsme  on  equal  footing  with  any  other  business.  I  chose  Verizon  Wireless  for  coverage  and  reliability. 
Now!  can  jet  off  to  Hong  Kong  with  my  office  in  rtiy  pocket.  That's  empowering.  That's  magic." 


ven  Onwireless 


Find  out  why  people  love  BlackBerry,  or  tell  us 
why  you  love  yours,  atvww.blackberry.com/ask. 
Orvisitwwvv.verizonwireles5.com/askblackberry. 


:- BlackBerry 


Research  In  Motion  Limited.  All  Rights  Reserved.  The  BlackBerry  family  of  related  marks,  images  and  symbols  are  the  exclusive  properties  and  trademarks  of  Research  In  Motion  Limited. 
■nage  is  simulated.  Check  with  service  provider  for  service  plans  and  supported  features. 
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WHATYOU  NEED  TO  KNOW 


-'"Irrhnl  rnnrlcrt',  hm-r  brrr  whipsawed, 
logic  and  reason  have  given  way  to  a  more 
basic  human  force:  survival.  How  did 
conditions  get  so  turbulent  so  quickly? 
Economists,  money  managers,  CEOs,  and 
regulators  are  grasping  for  clues.  The 
fundamentals  seem  downright  dismal: 
The  U.  S.  economy  teeters  on  the  edge  of  its  first  consumer-led  recession  in  decades,  prompting  fears  that 
America's  woes  will  spread.  Banks  have  been  hit  by  $100  billion  in  losses,  with  more  likely.  The  Congres  - 
sional  Budget  Office  projects  a  rising  deficit  in  the  2008  fiscal  year.  Oil  prices  remain  stubbornly  high. 
Against  that  backdrop,  global  stocks  lost  $5  trillion  in  the  first  three  weeks  of  2008.  The  worst  came  on 
Jan.  21  when  Asian  and  European  markets  plummeted  in  unison.  Traders  braced  for  the  rout  to  continue 
when  the  U.S.  markets  opened  the  next  day,  but  to  their  great  surprise,  what  followed  was  relief —for  a 
spell,  anyway.  A  week  ahead  of  its  planned  meeting,  the  U.S.  Federal  Reserve  slashed  interest  rates  deeper 
than  it  had  in  23  years.  The  Dow's  500-point  drop  at  the  open  turned  into  a  mere  128-point  dip  (1%). 
A  day  later,  stocks  fell  more  than  300  points  in  early  trading  but  finished  that  session  up  300  points  — 
a  600  -point  swing.  In  the  stories  that  follow,  we'll  get  to  the  bottom  of  what's  driving  the  markets  and 
why.  We'll  look  at  the  possibility  that  much  of  the  recent  global  economic  boom,  was  illusory,  explore  pos  - 
sible  routes  leading  out  of  the  bear  market,  examine  approaches  regulators  might  take  to  stave  off  big  bank 

failures,  and  assess  fiscal  stimulus  plans  being  floated  in      

Washington.  We'll  also  tell  you  the  story  of  Larry  Fink,  For  more  on  the  economy  and 

CEO  of  bond  firm  BlackRock  and  one  of  the  savviest  play-  the  markets,  watch  our  weekly 

J       •     ^i-L  -u       •  ii.j  w  .,,.•„  J„-4.'U„4-    ^,,«»,        show,  St/s/nesslVee>c  ri/.  To  see  video  clips  or  find  your  local 

ers durmg the  subpnme meltdown- a remmder that, even      ^,^,.^^  ^^^  ^.^.^^  ^^ ^.^  ^^^^  ^^ ^^  BusinessWeekTV.com. 
in  the  most  challenging  of  times,  opportunities  abound. 
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By  Michael  Mandel 

Illustrations  by  Scott  Menchin 


We're  just  beginning  to  figure  out  how  mucii  of  the  nation'* 
recent  growth  was  the  result  of  a  credit-induced  frenzy.  Hei 
are  some  guideposts 


Mark  it  down.  Clear  the  slate.  Get  it  all  behind  us.  |  That's  what  the  big  banks  are  trying  to  do  now.  V 
theirmassive  write-offs,  Citigroup,  Merrill  Lynch,  and  the  other  big  financial  institutions  hope  to 
all  of  their  pain  at  once.  In  toto.  Wall  Street  firms  have  taken  roughly  $100  billion  in  losses  on  theii 
vestments.  |  Yet  investors  around  the  world  are  still  remarkably  skittish.  On  Jan.  21  they  sent  marke 
Asia  and  Europe  plunging.  The  decline  was  halted— perhaps  temporarily— by  the  Federal  Reserve's 
percentage  point  surprise  cut  in  rates  the  next  morning,  and  the  promise  of  more  to  come.  I  It's  i 
sible  the  combination  of  Fed  rate  cuts  and  quick  fiscal  stimulus  from  Washington  could  keep  the 
economy  out  of  recession.  The  Fed  originally  was  created  to  deal  with  just  this  kind  of  financial  ci 
and  it's  capable  of  pumping  enormous  amounts  of  money  into  the  financial  system  if  needed.  "I  hi 


BUSINESSWEEK  I  FEBRUARY  4,  2008 


fiMtmiiMMrw 


■■■■■■■■■■■■■ll— ■IIIB 


SPECIAL  REPORT 


025 


\ 


026 


IF  THE  GROWTH  IM  OUTPUT  PER  WORKER  SLOWS,  THE 
ECONOMY  WILL  STAGNATE,  WAGES  WILL  WEAKEN, 


to  reduce  our  expectations  for  the  | 
ture.  For  now,  here  are  some  key  a:  s 
to  watch. 


AND  PROFIT  TARGETS  WILL  BE  HARDER  TO  MEET 


basic  faith  in  the  Fed,"  says  Christina  D.  Romer,  an  economist 
at  the  University  of  CaUfornia  at  Berkeley.  "We  don't  make  the 
kind  of  mistakes  that  we  used  to." 

But  the  underlying  problems  that  ail  the  markets  and  the 
economy  cannot  be  waved  away  by  the  Fed's  magic  wand.  In 
truth ,  we  're  at  the  beginning  of  a  long,  arduous  process  of  fig  - 
uring  out  how  much  of  the  post  -tech  bubble  prosperity  was 
real  and  how  much  was  the  result  of  a  credit-induced  frenzy. 
The  answer  will  determine  what  we  can  expect. 

The  housing  markets ,  of  course ,  overshot  as  too  many  buy- 
ers took  out  subprime  mortgages  they  couldn't  afford.  The 
outcome  will  be  a  decline  in  home  values,  with  prices  in  some 
areas  already  down. 

But  the  economic  writedown  is  likely  to  go  far  beyond 
housing.  Household  spending,  consumer  debt,  financial  sec  - 
tor  profits:  All  may  need  a  retrenchment,  sudden  or  gradual, 
to  get  back  to  sustainable  levels .  That 's  bad  news  for  investors 
and  the  global  economy,  which  still  depends  heavily  on  U.S. 
consumption  for  growth. 

There  may  even  be  a  reassessment  of  whether  recent  pro- 
ductivity gains  were  fueled  by  excess  credit .  If  growth  in  pro  - 
ductivity  slows,  the  economy  will  stagnate,  real  wages  will 
weaken,  corporate  earnings  targets  will  be  harder  to  meet ,  and 
inflationary  risks  will  increase. 

There's  no  way  to  tell  yet  how  much  of  the  gains  of  recent 
years  will  have  to  be  written  down— how  much  we  will  have 


PERSONAL  SPENDING 

The  rule  for  a  prudent  individual  is  s 
pie:  Don't  spend  more  than  you  m: 
For  a  long  time,  the  U.S.  economy  obeyed  that  rule.  Af  \r 
back  as  the  1960s,  personal  spending,  adjusted  for  inflat  :, 
has  basically  tracked  the  overall  growth  of  the  econom;  s 
measured  by  gross  domestic  product.  Sometimes  consur  s 
would  get  ahead  of  the  economy  for  a  few  years,  and  so:  - 
times  fall  behind,  but  never  for  very  long. 

That  pattern  changed  in  the  1990s  (chart).  As  of  the  t  d 
quarter  of  2007,  the  10 -year  growth  rate  for  consumption  ^ 
3.6%,  vs.  GDP  growth  for  the  same  period  of  2.9%.  This  - 
ference  represents  an  enormous  gap.  If  consumer  spen(  g 
had  tracked  the  overall  economy  over  the  past  decade  as  i1  is 
in  the  past,  Americans  today  would  be  spending  about  $  0 
bilhon  less  a  year.  The  extra  spending  has  amounted  to  a  1  i\ 
of  about  $3  trillion  since  2001. 

Where  did  we  spend  the  money?  On  housing  and  he  h 
care,  of  course.  But  outsize  gains  also  came  in  clothing,  - 
niture,  recreation  equipment,  motor  vehicles,  and  consu  ;r 
electronics— all  areas  where  prices  have  fallen  and  imp  s 
have  surged. 

The  question  now  is  how  much  of  that  extra  $3  trillio:  ft 
will  have  to  give  back.  Will  real  consumer  spending  in  the^ 
lag  the  broader  economy  for  several  years  ?  If  so,  the  imps 
likely  to  be  felt  on  imports,  since  outlays  for  necessities  s 
as  food  and  health  care  should  stay  strong.  Alternatively^ 
increase  in  real  spending  could  turn  out  to  have  been  a  ratit 
response  to  globalization  and  the  flood  of  cheap  goods  1 


A  trader  ch«  i 
out  the  Big 
Board  durin' 
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rseas.  In  that  case,  consumer  spending  may  not  fall  off— 
it's  not  likely  to  grow  faster  than  the  rest  of  the  economy. 

MSUMER  LENDING 

i  past  10  years  will  go  down  as  one  of  the  greatest  con- 
ler-lending  sprees  ever.  Adjusted  for  inflation,  consumer 
it-including  mortgages— rose  an  average  7.5%  per  year 
:e  1997,  far  faster  than  the  4.2%  rate  of  the  previous  10 
rs  (chart).  The  last  time  debt  rose  so  fast  was  the  1960s,  as 
postwar  generation  bought  homes  and  autos.  If  Ameri- 
s  had  kept  borrowing  at  their  pre-1997  pace,  they  would 
e  had  about  $  3  trillion  less  in  debt . 
he  extra  debt  also  represents  a  formidable  obstacle  for 
ks  and  other  financial  institutions  that  might  want  to  lend 
:e  to  consumers.  "Going  forward,  we're  not  going  to  see 
credit-driven  growth,"  says  Alistair  Milne,  a  professor 
banking  expert  at  City  University  in  London.  "Banks  are 
ng,  'we  have  to  be  more  careful  here.' " 

tPORATE  EARNINGS 

;  there's  been  a  profit  boom  in  recent  years.  Corporate 
lings,  as  measured  by  government  statisticians,  have  av- 
[ed  8%  of  GDP  over  the  past  decade,  up  from  a  low  of  6.5% 
le  early  '90s.  That  has  helped  propel  stocks  upward, 
at  here's  an  unfortunate  truth— the  profit  surge  has  been 
nly  in  one  area,  financial  services.  Financial  institutions 
;  benefited  from  the  consumer  credit  boom,  the  prolif- 
ion  of  new  financial  instruments,  and  relatively  low  rates, 
ontrast,  the  earnings  of  nonfinancial  companies  over  the 
decade  have  averaged  about  5.3%  of  GDP,  about  the  same 
e  the  mid-1980s.  There  are  few  signs  of  any  acceleration, 
I  after  years  of  restructuring. 

le  question  now  is  how  much  of  the  gain  in  financial  prof- 
>  sustainable  and  how  much  will  simply  evaporate  once 
;redit  binge  is  over.  The  problem:  No  one  knows  yet  how 
y  the  banks  will  be  hit. 

DUCTIVITY 

we  come  to  the  trickiest  area.  The  clearest  sign  of  U.S. 
lomic  health  has  been  growth  in  productivity,  or  output 
lour  worked.  The  faster  productivity  rises,  the  faster  the 
lomy  grows  without  inflation,  and  the  higher  living  stan- 


dards go.  Over  the  past  10  years,  productivity,  as  measured 
by  the  Bureau  of  Labor  Statistics,  has  grown  at  a  2.6%  annual 
pace.  That's  up  from  a  1.6%  annual  rate  over  the  previous 
decade.  This  extra  point  of  productivity  growth  means  the 
annual  output  of  the  U.S.  economy  is  about  $1  triUion  higher 
than  it  would  have  been  otherwise.  Yet  despite  the  higher 
output,  U.S.  consumers  have  taken  on  an  extra  $3  trillion  in 
debt.  This  is  a  bit  like  someone  who  gets  a  raise,  then  goes  and 
spends  the  money — and  more — on  a  new  car. 

Some  of  those  apparent  productivity  gains  also  may  be 
illusory.  If  the  economy  was  artificially  boosted  by  excess 
borrowing,  that  would  show  up  as  higher  output  and,  pre- 
sumably, higher  productivity.  The  imphcation  is  that  once 
borrowing  recedes  to  the  historical  average,  actual  underlying 
productivity  growth  might  be  lower  than  we  thought. 

The  outcome  won't  become  clear  for  a  while .  But  if  produc  - 
tivity  growth  is  slower,  then  the  economy's  "speedlimit"— the 
maximum  growth  rate  that  doesn't  push  up  inflation— would 
be  lower.  Presumably,  a  slower-growing,  less  productive  U.S. 
would  become  less  attractive  to  foreign  investors 

THE  STOCK  MARKET  AND  GLOBAL  GROWTH 

Investors  probably  have  already  taken  into  account  the  pos- 
sibility of  a  mild  U.S.  recession.  But  the  reason  why  the  stock 
market  hasn't  fallen  further— besides  the  Fed  rate  cuts— is 
the  belief  that  the  global  economy  will  continue  to  grow, 
eventually  helping  multinational  companies  such  as  Gen- 
eral Electric. 

But  no  one  knows  whether  a  U.S.  consumer  slowdown  will 
undermine  the  world  economy.  It's  unclear  if  Americans  are 
more  likely  to  cut  back  on  imported  LCD  TVs  or  Starbucks 
coffee.  The  other  question  is  the  extent  to  which  a  consumer 
slump  in  the  U.S.  will  affect  business  investment  overseas. 
Factories  are  springing  up  in  China  and  elsewhere  to  feed 
American  demand.  What  if  that  demand  falls  ? 

These  are  sobering  questions  to  consider.  One  consola- 
tion: The  American  economy  can  produce  pleasant  as  well  as 
nasty  surprises.  Many  foresaw  the  tech  bubble  of  the  1990s 
bursting;  few  predicted  the  housing  boom  that  followed. 
Maybe  a  new  force  will  emerge  to  propel  the  economy  for- 
ward and  keep  spending  robust.  Right  now,  that's  what  ev- 
eryone wants  to  know.  1 BW 1 
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An  aggressive  Fed  can  blunt 
its  bite.  And  so  can  foreign 
investors  in  search  of  bargains 


Bear  markets  are  always  difficult  to  predict,  but  this  one  is 
straight  out  of  The  Twilight  Zone.  Barely  a  year  ago,  market 
watchers  were  wringing  their  hands  over  the  reckless  ascent 
of  Chinese  stocks;  the  profligate  bond  terms  being  extended 
to  banana  republics;  the  lust  for  all  things  emerging  market. 
Surely,  said  the  experts,  a  snafu  in  some  far-flung  place  would 
bring  the  global  stock  market  bull  to  its  knees.  The  U.S.,  of 
course,  would  be  the  redoubt  of  quality. 

Not  quite.  Foreign  markets  are  swooning  all  right,  but  on 
fears  over  what's  happening  stateside .  The  supposedly  steady 
U.S.  market  has  been  a  basket  case,  dipping  on  Wednesday 
morning  to  19%  below  its  October  high.  (O.K.,  quibble  if  you 
must  that  the  bear  market  threshold  is  20%.  But  what's  a 
percentage  point  among  friends?)  Despite  the  midweek  rally, 
stocks  are  down  a  sickening  9%  for  the  year. 

This  is  what  you  need  to  know :  We're  in  a  bear  market .  Bear 
markets  are  painful.  Some  end  quickly,  others  grind  on  for 
years.  There's  little  use  trying  to  predict  what  will  happen  or 
when,  because  full  recoveries  are  apparent  only  in  hindsight. 
SeUing  can  be  just  as  risky  as  buying,  because  there's  no  tell- 
ing when  an  explosive  rally  will  add  500  points  to  the  Dow 
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Jones  industrial  average  in  a  day.  Oh,  and  there  are  headj 
that  will  break  your  heart.  (Like  Wednesday's  rally,  perhl) 
"Personally,  I  don't  think  the  real  selling  has  evenbegun/i 
Robert  Arnott,  chairman  of  Research  Affiliates,  a  Pass 
(Calif.)-based  asset  management  shop.  "The  market 
now  realizes  how  seriously  overexposed  it  was  to  loam 
securities  that  should  never  have  been  made." 

CONFUSION  REIGNS 

More  worrisome,  the  sell -off  is  being  driven  by  the  so- ( 
smart  money— professional  investors  who  manage  big  i 
This  is  no  time ,  say  some  advisers ,  for  retail  investors  to  i 
trade  in  and  out  of  the  swings.  "It's  a  treacherous  lands(s 
says  Chris  Whalen  of  Institutional  Risk  Analytics,  a  risk  I 
agement  consultancy.  "The  little  guys  always  get  hurt ' 
they  try  to  outguess  the  market."  Some  advisers  think 
investors  should  ignore  all  of  the  old  nostrums  right 
"  'Buy  and  hold'  should  be  thrown  in  the  dustbin,"  say; 
ven  Lehman  of  Federated  Investors,  who  predicts  the 
market  slump  will  last  "for  the  foreseeable  future." 
But  tempting  though  it  may  be  to  give  in  to  the  gloom, 
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n't  a  foolproof  predictor  of  things  to  come.  The  five  worst 
ry  swoons  since  1926  led  to  an  average  gain  of  12.3%  over 
)llowing  12  months  and  26%  over  the  next  24  months, 
's  more,  bear  markets  often  produce  big  gains  down  the 
page  30). 

now,  confusion  reigns  as  pros  grapple  with  the  snarl- 
;ar.  Some,  like  Scott  Armiger  of  Greenville  (Del.)-based 
tiana  Bank  &  Trust ,  are  stickmg  with  textbook  respons  - 
ilowdowns:  buying  into  defensive  sectors  such  as  con- 
r  staples  and  health  care . 

lers  are  tweaking  their  approaches  based  on  the  global 
■imy.  John  Boich  of  Security  Global  Investors  and  Paul 
enhagen  of  Principal  Global  Investors  both  figure  a  U.S. 
lown  will  crimp  growth  overseas.  Blankenhagen  has  been 
ig  European  retail  stocks  and  other  companies  exposed  to 
,  mers .  Boich  is  looking  for  investments  that  will  be  insu  - 
[from  a  global  slowdown,  such  as  Hong  Kong  real  estate 
ipanese  regional  banks.  Japan,  he  notes,  is  nearly  through 
bsingbust  and  isn't  facing  the  same  credit  crunch  as  in 
|.S.  And  India  has  a  domestic  growth  story:  It  doesn't 
nly  on  exports  to  the  U.S.  "For  those  who  missed  India 


the  first  time  around,  take  a  close  look  right  now,"  he  says. 

Some  pros  are  betting  on  the  turmoil  itself.  Erick  Maronak, 
chief  investment  officer  at  Victory  Capital  Management,  is 
buying  shares  of  CME  Group,  the  parent  of  the  giant  Chicago 
futures  exchange.  The  stock  is  down  17%  on  the  year,  but  "the 
exchanges  are  one  of  the  more  solid  places  in  finance,  because 
they  don't  have  any  capital  exposure,"  he  says.  Plus,  they  ben- 
efit from  higher  trading  volumes  during  market  turmoil. 

Then  there  are  the  true  bears.  "I've  been  saying  cash  is  king 
for  the  better  part  of  two  years,"  says  Bob  Rodriguez  of  invest  - 
ment  manager  First  Pacific  Advisors.  "Some  stocks  are  get- 
ting attractive,  but  this  crisis  is  without  precedent.  It's  going 
to  take  more  time  and  considerably  more  contraction  in  share 
prices  [before  we  start  buying]."  He  has  upped  his  cash  posi- 
tion in  the  FPA  Capital  Fund  from  35%  to  43%  this  year. 

So  what  might  pull  the  U.  S.  out  of  the  bear 's  maw  this  time  ? 
A  good  guess  is  that  an  aggressive  Federal  Reserve  and  quick- 
ening globaHzation  will  somehow  point  the  way  forward.  But 
the  prices  to  be  paid  for  the  next  bull  run  could  be  steep. 

Start  with  the  Fed,  which  has  been  coming  to  the  stock  mar- 
ket's rescue  for  decades.  Its  first  goal  right  now  is  to  ease  the 
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credit  crunch.  "A  credit  jam  does  not  get  cleared  overnight," 
says  economist  Edward  Yardeni  of  Yardeni  Research.  In  theory, 
as  the  Fed  keeps  knocking  down  the  short-term  rates  it  charg- 
es to  banks,  those  banks  will  find  the  cheap  money  impossible 
to  resist  — as  will  the  companies  being  offered  cheaper  loans 
by  banks.  In  a  classic  scenario,  that  would  kickstart  economic 
growth  and  send  stock  prices  higher.  The  question  is  whether 
it  will  work  now,  amid  the  worst  credit  squeeze  in  memory. 
The  good  news?  Corporate  loan  rates  are  starting  to  move  in 


AFTER  THE  PAIN 


How  the  Dow  has  fared  during  recessions  • 
following  those  recessions. 


-  and  the  year 


PERIOD 

CHANGE  DURING 
RECESSION 

CHANGE  ONE 
YEAR  AFTER 

August  1929-March  1933 

-84.200/0 

81.07% 

May  1  937-June  1  938 

-23.18 

-2.43 

February  1945-October  1945 

21.33 

-9.35 

November  1948-October  1949 

-0.12 

18.71 

July  1  953-May  1  954 

21.57 

29.73 

August  1957-April  1958 

-9.95 

36.83 

April  1 960-February  1961 

7.48 

6.94 

December  1969-November  1970 

-1.36 

4.69 

November  1973-March  1975 

-19.04 

30.11 

January  1980-July  1980 

11.51 

1.82 

July  1981 -November  1982 

7.40 

22.78 

July  1990-March  1991 

1.15 

11.04 

March  2001  -November  2001 

-5.73 

-9.70 

Data;  Thomson  Financial 

the  right  direction.  The  most  creditworthy  companies  are  able 
to  borrow  at  less  than  5.3%,  compared  with  5.6%  a  year  ago. 

Rate  cuts  can  also  help  make  stocks  look  more  attrac- 
tive. Investors  have  poured  into  Treasuries  to  a  degree  not 
seen  since  the  2001  terror  attacks:  The  yield  on  the  10-year 
bond,  which  moves  inversely  to  its  price,  plunged  to  3.28%  on 
Jan.  23,  its  lowest  since  2003,  from  5.2%  in  July.  The  two-year 
note,  meanwhile,  now  yields  a  piddling  2%.  Factor  in  inflation 
and  taxes,  and  Treasury  holders  are  either  losing  money  in  real 
terms  or  clearing  just  pennies. 

At  some  point  those  thin  returns  will  prod  investors  to  move 
up  the  risk  curve  again.  Perhaps  soon.  The  "earnings  yield"  of 
the  Standards  Poor's  500 -stock  index— that  is,  the  total  earn- 
ings divided  by  the  price— is  6.5%  right  now,  roughly  double 
the  yield  of  the  10 -year  Treasury.  "Even 
if  you  slash  profit  estimates,  what  the 
market  is  yielding  in  earnings  is  dras- 
tically superior,"  says  John  Schloegel, 
vice-president  of  investment  strategies 
for  Capital  Cities  Asset  Management. 
Marc  Reinganum,  a  portfolio  manager 
and  director  of  quantitative  research  at 


Oppenheimer  Main  Street  Fund,  says  that  while  last  year  i 
a  time  to  flee  risk,  conditions  are  changing.  "When  things  il 
most  dire,  the  opportunity  is  greatest,"  he  says.  He  expect 
riskier  bets  to  pay  off  "at  the  midyear  period." 

FOREIGNERS'  SPENDING  MONEY 

There's  just  one  problem:  If  Fed  Chairman  Ben  S.  Bern: 
pushes  rates  too  low,  he  risks  sparking  inflation.  And  wit  * 
prices  remaining  stubbornly  high,  rarely  has  inflation  loo  a 
as  large  over  rate  cut  decisions  as  it  does  now.  "There 
such  thing  as  a  free  lunch,"  said  Donald  Luskin  of  advi 
firm  Trend  Macrolytics  in  a  note  to  clients  after  Tuesday'; 
cut .  "And  there 's  no  such  thing  as  a  free  bailout ,  either,  h 
tion  is  the  price  of  this  one."  Inflation,  of  course,  eats  ; 
at  real  asset  returns,  canceling  out  some  of  the  gains  of  £ 
market.  One  telling  sign  that  it's  a  concern:  The  price  of; 
the  traditional  hedge  against  rising  prices,  spiked  on  th( 
the  Fed  announced  its  interest  rate  reduction. 

The  lower  rates  could  benefit  the  stock  market  in  anc 
way:  by  making  the  dollar  even  cheaper  relative  to  other 
rencies.  So  far  the  weak  dollar  has  boosted  U.S.  -based  m 
nationals  such  as  Coke  and  IBM ,  which  have  generated  st 
earnings  even  as  corporate  profits  as  a  whole  have  slurr 
Strong  earnings  buoy  share  prices;  Coke  and  IBM  have  f 
just  4%  and  2%  this  year,  respectively. 

A  weaker  dollar  also  gives  foreigners  more  spending  m 
in  the  U.S.,  enticing  them  to  step  in  and  buy  relatively  c 
U.S.  assets.  According  to  Thomson  Financial,  foreifi 
plowed  just  under  half  a  trillion  dollars  into  American  coi 
nies  last  year— nearly  double  2006's  total.  The  pace  acci 
ated  in  January:  Foreigners  accounted  for  more  than  half 
M&A  deals.  Over  time  that  could  be  a  boon  for  stock  pi 
Then  again,  many  Americans  would  bristle  at  the  prospi 
foreigners  swooping  in  to  buy  a  broad  swath  of  U.  S.  asset 

In  the  past,  other  central  bankers  might  have  been  pers 
ed  to  join  forces  with  the  Fed  to  cut  rates  in  lockstep  s 
dollar  could  stay  relatively  stable  against  the  major  cu; 
cies.  That  seems  less  hkely  now.  On  Jan.  23  European  C( 
Bank  President  Jean  -  Claude  Trichet  warned  that  he  still 
siders  inflation  a  problem.  "I  trust  that  in  all  circumsta 
but  even  more  particularly  in  demanding  times  of  signiJii 
market  correction  and  turbulences,  it  is  the  responsibil 
the  central  bank  to  solidly  anchor  inflation  expectation 
said.  The  subtext:  Don't  expect  major  rate  cuts  in  Europ 

For  better  or  worse,  the  trade-off  for  the  next  bull  m 
could  be  that  the  U.S.  turns  into  a  happy  hunting  groui 
foreign  players.  "Everything  is  very  global,"  says  ScottM 
managing  director  of  investments  for  Chicago -based  ' 
Asset  Management.  "There  is  a  lot  of  money  out  there." 
-With Maggie  Gilmour  in  Chicago 


THERE'S  NO  SUCH  THING  AS  A  FREE  BAILOUT/' 
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GRAB  THE  ROAD 

BY  ITS  SHOULDERS. 

THE  2008  FUSION  WITH  TRACTION  CONTROL. 


Fusion  combines  the  thrill  of  a  221  HP  V6  engine*  with  the  feeling  of  safety 
that  you  get  from  available  traction  control  and  first-in-class**  all-wheel  drive. 
Learn  more  at  F0RDVEHICLES.COM. 
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the  question  bank  regulators  dread:  Should  they  bail  out 
ucial  bank  if  it  collapses  ? 

i^ith  economic  and  market  conditions  sUding  precipitously, 
;  is  rising  fast  that  at  least  one  major  institution  could  im- 
le,  endangering  the  financial  system  with  it.  The  way  the 
eral  Reserve  and  other  government  watchdogs  deal  with  a 
ivout  could  determine  how  much  damage  is  left  by  the  cur- 
t  credit  crisis. 

i^ith  banks  getting  battered  on  a  number  of  fronts,  the 
[s  of  an  outright  failure  are  higher  than  they've  been  in 
rs.  Troubled  ones  are  discovering  that  the  protection  they 
ight  from  bond  insurers,  including  Ambac  and  AC  A  Capi- 


tal, for  subprime  and  other  securities  is  inadequate.  Given  the 
problems  in  that  industry,  on  Jan.  23  New  York  State  regula- 
tors met  with  major  investment  banks  as  part  of  an  effort  to 
stabihze  bond  insurers,  which  guarantee  about  $800  billion  of 
complex  financial  products  such  as  mortgage -backed  securi- 
ties and  collateralized  debt  obligations  (CDOs). 

Banks  may  face  more  pain  from  commercial  real  estate 
loans,  credit  cards,  and  corporate  loans,  all  of  which  show 
signs  of  weakness.  Loans  to  highly  leveraged  hedge  funds  that 
bet  heavily  on  global  stocks  are  also  in  jeopardy.  Meanwhile, 
housing  prices  remain  unstable,  a  situation  that  continues  to 
work  its  way  through  the  food  chain  of  mortgages,  mortgage- 
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CENTRAL  BANKERS  HATE  BAILOUTS.  THEY  RATIFY 
THE  EXCESSES  THAT  LED  TO  THE  BUST  AND  EXCUSE 
INDIVIDUALS  FOR  THEIR  BAD  DECISIONS 


backed  bonds,  and  CDOs.  So  there  could  be  more  big  losses. 

With  those  dangers  piling  up,  it's  not  hard  to  imagine  the 
possible  trigger  for  bankruptcy:  Worried  about  all  these  prob- 
lems, lenders  could  easily  demand  repayment  from  a  big  bank, 
creating  a  crisis.  And  if  the  casualty  is  any  one  of  about  a  dozen 
U.S.  commercial  banks  or  a  handful  of  other  prominent  finan - 
cial  players,  regulators  would  probably  feel  compelled  to  fash- 
ion some  kind  of  bailout  to  keep  the  damage  from  spreading  to 
the  broader  financial  system. 

Although  today's  rescues  aren't  likely  to  be  all-encompass  - 
ing,  the  basic  philosophy  is  rooted  in  the  bailout  of  Continen- 
tal IHinois  National  Bank  &  Trust,  which  failed  in  1984  after 
bad  bets  on  energy  loans.  In  that  case,  the  government  agreed 
to  make  everyone  whole,  including  stockholders,  bond  in- 
vestors, and  uninsured  depositors.  The  broad  rescue  enraged 
other  banks  and  taxpayers,  and  prompted  a  congressional  in- 
vestigation. In  the  aftermath,  a  Treasury  official  admitted  he 
would  have  made  the  same  deal  for  any  of  the  11  biggest  na- 
tional banks  in  an  effort  to  protect  the  stability  of  the  financial 
system.  Ever  since,  analysts  have  speculated  on  which  banks 
are  deemed  "too  big  to  fail"— an  implicit  government  guar- 
antee that  factors  in  the  grades  that  ratings  agencies  such  as 
Moody's  assign  the  biggest  banks. 


BREAKING  IT  UP 

If  such  drastic  action  is  necessary  this  time, 
expect  a  smaller-scale  bailout.  The  govern- 
ment might  facilitate  private  loans  or  invest  - 
ments  from  outside  players  to  prop  up  a  bank 
temporarily,  as  it  did  with  busted  hedge  fund 
Long-Term  Capital  Management  in  1998.  Or 
the  feds  might  simply  take  over  the  bank  and 
sell  it  off  in  pieces,  which  shelters  depositors 
and  creditors  from  sudden  and  complete  loss 
but  wipes  out  equity  investors.  That's  what 
happened  with  the  Bank  of  New  England,  the 
regional  giant  that  collapsed  in  1991  under 
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THE  TOP  10 


The  government  won't  say  which  banks 
are  so  critical  to  the  financial  system  that  it 
would  step  in  to  bail  them  out  if  necessary. 
But  here's  how  Moody's  rates  the  odds  of  a 
rescue  for  these  banks  if  they  get  in  a  bind: 


BANK 

CHANCES  OF 
GOVERNMENT  SUPPORT 

Bank  of  America 

very  high  (70%  to  95%) 

Bank  of  New  York 

very  high 

Citigroup 

very  high 

JPMorgan  Chase 

very  high 

State  Street 

high  (50%  to  70%) 

U.S.  Bancorp 

high 

Wachovia 

high 

Wells  Fargo 

high 

SunTrust  Banks 

low  (up  to  30%) 

Washington  Mutual           low 

Data:  Moody's  Investors  Service 

the  weight  of  bad  loans  in  com- 
mercial real  estate.  Alternatively, 
some  observers  suspect,  regulators 
might  relax  certain  capital  require- 
ments, allowing  a  weak  bank  to  stay 
in  business  and  heal  itself. 

No  matter  how,  or  if,  such  sce- 
narios play  out,  one  thing  is  cer- 
tain: Central  bankers  hate  bailouts. 
In  particular,  they  loathe  helping 
an  individual  institution  even  more 
than  they  dislike  creating  general 
economic  bailouts  via  interest  rate 
cuts  and  increased  government 
spending.  Both,  in  effect,  ratify  the 
excesses  that  lead  to  a  bust  and  en- 
courage more  wasteful  behavior 
in  the  future.  But  deals  for  specific 
banks  are  especially  bothersome 
because  they  pardon  individuals  for 
bad  decisions. 

Regulators  can  take  a  lot  of  flak 
for  such  moves,  too.  During  the  sav- 
ings and  loan  crisis  in  the  1980s, 
critics  lambasted  the  government 

for  not  supervising  the  banks  properly  in  the  first  place  and 
then  for  passing  out  aid  to  the  ones  headed  by  politically  well  - 
connected  individuals.  Central  bankers  face  a  dilemma,  says 
veteran  economist  Henry  Kaufman  of  consulting  firm  Henry 
Kaufman  &  Co. ,  in  choosing  whether  to  save  the  day  or  enforce 
financial  discipline. 

Of  course,  the  threat  of  a  big  bank  failure  today  may  subside . 
The  government's  latest  rate  cuts  and  additional  spending 
programs  may  boost  the  economy  and  banks'  balance  sheets. 
And  banks  already  are  replenishing  their  coffers  with  more 
than  $20  billion  from  sovereign  wealth  funds. 

"AGGRESSIVE  POLICY  RESPONSE" 

But  the  high  cost  of  oil,  the  weak  dollar,  and  falling  house  prices 
continue  to  cloud  the  outlook.  And  hot  spots  are  flaring  that 
could  worsen  the  crisis.  Bond  insurers,  for  example,  are  taking 
huge  hits  on  subprime  exposure.  One  risk  is  that  the  insurers' 
woes  will  spill  over  into  the  municipal  bond  market ,  since  state 
and  local  governments  depend  on  insurers  to  back  the  bonds 
they  issue  for  roads  and  other  projects.  Any  success  New  York 
regulators  have  in  attracting  capital  to  the  bond-insurance 
industry  would  help  solve  the  muni  problem  and  limit  the  need 
for  a  government -funded  bailout.  "There  needs  to  be  an  ag- 
gressive response,"  says  Christian  Stracke,  a  senior  analyst  at 
research  service  CreditSights.  "It  is  very  urgent." 


BESIDES  HIGH  ENERGY  PRICES,  THE  WEAK  DOLLAR, 
AND  THE  HOUSING  BUST,  PRESSURES  ON  BOND 


INSURERS  COULD  ENDANGER  BIG  BANKS,  TOO 


The  government 'stake  on  bail  :;s 
has  evolved  over  the  years.  The  p  - 
lie  decried  Washington's  inter\  - 
tion  in  the  1980s,  a  period  mai  d 
by  hundreds  of  rescues  of  sav  ;s 
and  loans  that  liberally  spread  i  ■ 
ernment  largesse.  So  in  1991,  C  - 
gress  passed  a  law  stipulating  it 
broken  banks  could  be  fixed  on  't 
the  "least  cost"  to  taxpayers,  ge  - 
ally  by  covering  only  insured  de]  - 
its  of  up  to  $100,000. 

But  the  law  gave  regulators  a  k  ^- 
hole.  It  allows  bigger  bailouts  i  p 
officials,  in  consultation  with  e 
President,  decide  they  are  neces  y 
to  prop  up  the  financial  system.'  it 
clause  has  yet  to  be  tested.  But 
again ,  no  big  banks  have  failed  i] 
16  years  since  the  law  was  passe  > 
Regulators  have  also  incre. 
scrutiny  of  the  biggest  finai 
firms ,  reducing  chances  of  a  baii' 
The  Fed,  for  instance,  runs  c- 
puter  simulations  of  failures  tci 
termine  which  banks  perform  certain  critical  functions  i] 
financial  system.  After  such  an  analysis  two  years  ago,  thd 
sanctioned  procedures  to  launch  a  cooperative  bank  quid 
the  event  that  JPMorgan  Chase  or  Bank  of  New  York,  then 
leaders  in  clearing  trades  of  U.  S.  bonds ,  ran  into  trouble 

The  Federal  Deposit  Insurance  Corp. ,  meanwhile,  has  tit 
up  its  procedures  so  it  can  quickly  make  good  on  insurecj 
posits.  FDIC  Chairman  Shefla  C.  Bair  said  in  a  speech  b(i 
the  problems  surfaced  that,  as  result  of  all  the  changes? 
"would  be  hard-pressed  to  envision  a  scenario"  in  whicid 
government  grants  significant  bailouts  to  a  wider  pool  of  c 
itors  and  investors. 

Still,  a  new  round  of  bailouts  would  likely  breed  more. 
H.  Stern,  president  of  the  Federal  Reserve  Bank  of  MinneaAj 
and  author  of  Too  Big  to  Fail:  The  Hazards  of  Bank  Baili  ^ 
says  that  the  seeds  of  today's  woes  may  well  have  taken 
during  previous  interventions.  He  believes  the  banks  v, 
have  curbed  some  of  their  bad  lending  practices  and  risky 
prime  investment  decisions  if  they  didn't  have  implicit  j 
antees  of  a  government  safety  net.  It's  not  unlike  what  Fe 
Reserve  Chairman  Ben  S.  Bernanke  said  about  bailouts 
in  April  when  he  pronounced  that  bank  investors  "must 
persuaded  that  they  will  experience  significant  losses  i 
event  of  failure."  OtherwiS'e,  he  said,  it's  all  too  easy  for 
executives  to  waste  money  on  bad  loans. 

But  the  tough -love  approach,  '|ivse 
cedes  Stern,  can  only  be  used  durin 
riods  of  stability:  "When  you're  dc 
with  financial  turbulence,  you've  | 
deal  with  the  problem  at  hand."  1  B\ 
-With  Stanley  Reed  in  London 
Cristina  Lindblad  and  Paula  Lei 
in  New  York 
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By  Peter  Coy 

What  would  Washington's  consumer 
stimulus  package  buy?  Not  much  more 
than  a  little  time 


Here's  the  good  news:  Congress  and  the  Bush  Administra- 
tion are  working  with  remarkable  speed  to  pass  a  fiscal  stimu- 
lus package.  Tax  rebate  checks  could  start  hitting  mailboxes 
by  June.  Observers  have  been  impressed  with  the  alacrity  of 
the  political  Establishment.  "I  don't  know  if  it  will  keep  the 
U.S.  out  of  recession,  but  if  there  is  a  recession,  it  should 
shorten  its  stay  and  limit  its  duration,"  says  John  Lonski,  chief 
economist  of  Moody's  Investors  Service. 

The  danger  is  that  election-year  pressures  could  tilt  the 
package  too  far  toward  boosting  consumer  spending  at  the 
expense  of  business  or  public  works  investment.  Giving  cash 
to  consumers  could  jolt  the  economy  like  a  strong  cup  of  cof- 
fee, then  rapidly  fade  by  late  2008.  Investment  in  factories  or 
bridges,  by  contrast ,  is  slower  -  acting  yet  longer  -  lasting.  Such 
spending  tends  to  create  jobs.  That  would  be  crucial  insurance 
if  a  housing  slump  leads  to  a  serious  recession. 

The  $145  billion  stimulus  package  under  negotiation  in 
Washington  is  weighted  toward  con- 
sumption. One  version  would  include 
tax  rebates  of  $800  for  an  individual 
and  $1,600  for  a  couple,  plus  some  of 
the  investment  tax  credits  and  accel- 
erated depreciation  for  business  that 
the  White  House  wants.  Moreover,  the 
investment  incentives  could  still  be 


squeezed  during  negotiations.  Many  Democrats  say  busi 
investment  incentives  don't  pack  enough  anti-reces 
punch.  A  Moody's  Economy.com  study  found  that  acc( 
ated  depreciation  would  be  only  one  -  fifth  as  effective  as  I 
fundable  lump  -  sum  tax  rebate  in  lifting  short  -  term  gro\ 
The  problem  with  putting  all  the  money  in  shoppers '  hij 
is  that  the  boost  would  be  fleeting.  A  new  paper  froni| 
Brookings  Institution  calculates  that  with  a  completely 
sumption -focused  stimulus,  GDP  would  spike  in  mid- 
but  return  to  its  trend  line  by  early  2009.  By  then,  the  re 
Federal  Reserve  rate  cuts  may  be  kicking  in  and  providin 
necessary  stimulus.  But  there's  no  guarantee  of  that. 

CUTTING  THE  PORK 

Plenty  of  economists  favor  more  investment.  But  they  | 
agree  on  what  kind.  Most  conservatives  support  the 
emphasis  on  incentives  for  business  spending,  while  libl 
are  more  interested  in  public  spending  on  infrastructure' 
way  to  minimize  political  influence  would  be  to  accelera; 
ready  scheduled  road  projects. 

By  trying  to  engineer  a  brief  consumption  spurt,  WasK 
ton  could  do  too  little  for  a  seriously  impaired  economy, 
could  have  a  bad  first  half  of  the  year,  get  a  temporary 
through  the  stimulus,  and  then  go  back  to  negative  gro 
warns  Nigel  Gault,  chief  U.S.  economist  of  forecaster  Cf 
Insight.  That's  something  a  longer-term  stimulus  pae 
could  help  guard  against,  f  BW 1 
-  With  Dawn  Kopecki  in  Washington 


A  LONGER-LASTING  SOLUTION  MIGHT  INVOLVE 


MORE  INVESTMENT  IN  PUBLIC  WORKS  PROJECTS 
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TURKISH   AIRLINES 


BlackRock's  Larry  Fink  just  had  a  very  good  year. 
Why  did  his  firm  thrive  while  rivals  nosedived? 
Simple:  He  saw  this  mess  brewing  back  in  '05 


The  subprime  sob  story  has  played  on  an  endless  loop  this 
earnings  season.  So  it  was  a  refreshing  change  when  Black- 
Rock's  Laurence  D.  Fink  spoke  with  analysts  and  investors 
about  his  upbeat  mood  during  a  Jan.  17  conference  call  about 
the  fourth -quarter  results.  Said  the  founder  and  chief  execu- 
tive of  the  $1.4  trillion  money  manager,  once  considered  a 
leading  contender  for  the  top  spots  at  Merrill  Lynch  and  Citi- 
group: "It's  very  nice  for  me  to  be  sitting  here  at  BlackRock." 

Fink's  position  on  Wall  Street  is  an  enviable  one.  Unlike 
many  of  his  fellow  chieftains,  he  foresaw  the  subprime  mar- 
ket bomb  two  years  ago  and  got  out  early.  In  fact ,  Fink  profited 
greatly  from  his  rivals'  misery.  He  and  his  managers  were  so 
confident  of  a  coming  meltdown  in  housing  that  the  firm's 
hedge  funds  made  bets  against  real  estate. 

The  slick  maneuvers  have  made  BlackRock  one  of  the 
Street's  few  subprime  survivors,  with  performance  that 
outpaced  even  that  of  Goldman  Sachs,  led  by  Lloyd  Blank- 
fein.  In  the  latest  quarter,  profits  at  the  firm  jumped  90%,  to 
$322  million,  making  it  the  only  bright  spot  at  Merrill,  which 
owns  49.8%  of  BlackRock.  And  shares  of  BlackRock  are  up 
36%  since  the  start  of  2007,  compared  with  an  essentially 
flat  showing  for  Goldman  and  a  25%  loss  for  the  average  fi- 


nancial company  in  the  Standard  &  Poor's  500 -stock  i: 
"No  one  thought  risk  management  was  important,"  Fin  I 
BusinessWeek  in  late  January.  "[Throughout]  the  histcj 
BlackRock,  we've  said  risk  management  was  important 

Relatively  unscathed  by  subprime ,  BlackRock  is  now  r;  I 
biUions  from  big  investors  to  go  dumpster- diving  amor  I 
financial  wreckage,  a  situation  that's  only  getting  ugliei 
day.  Fink  sees  opportunity  in  distressed  securities  such  j 
loans  banks  made  for  leveraged  buyouts,  real  estate  fund  ' 
mortgage -related  investments.  And  with  the  markets  da  i 
ously  slumping  into  bear  territory,  Fink  also  thinks  Blacl  I 
may  be  able  to  pick  up  assets  on  the  cheap  from  troubled  I'  i 
funds  and  other  firms  desfierate  to  off-  load  investments  > 
coming  months.  "We  're  experiencing  rolling  blackouts  i 
the  financial  system,"  says  Fink.  But  "the  marketplace  is  i 
starting  to  pay  you  for  taking  on  some  more  risk."  ' 

Fink  grew  up  far  from  the  marbled  corridors  of  Wall  5 
in  Van  Nuys,  CaUf. ,  a  working-class  town  in  the  San  Fen  | 
Valley.  After  earning  a  BA  in  poUtical  science  from  the  Uni  I 
ty  of  California  at  Los  Angeles  in  1974  and  an  MBA  there  ir  I 
he  headed  to  New  York  for  a  job  as  a  bond  trader  at  First  Bi  kgn 
The  timing  was  perfect:  That  business  was  taking  off,  an  Ml 
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i  eager  to  make  his  mark.  By  age  28,  Fink  made  partner. 
1  few  years  later,  Fink  immersed  himself  in  another  bur- 
ning business,  mortgage -backed  securities.  First  Boston 
1  a  reputation  for  taking  on  bold  $100  million  trades,  and 
k  was  happy  to  push  the  limits.  But  in  1986  he  got  burned 
I  bad  call  on  interest  rates.  After  generating  profits  of  $130 
lion  in  the  first  quarter  of  that  year,  his  group  booked  simi- 
size  losses  by  the  second  quarter. 

!:D  MONEY 

i<  left  First  Boston  a  year  or  so  later  amid  turmoil  at  the  bank. 
[Jventually  joined  forces  with  Stephen  A.  Schwarzman,  co- 
j.ider  of  then  little -known  private  equity  firm  Blackstone 
|up.  The  two  conceived  of  the  company  that  eventually 


became  BlackRock  as  a  management  shop  that  would  make 
a  slew  of  small,  low-risk  bets  on  bonds.  With  Schwarzman 
providing  the  seed  money.  Fink  quickly  wooed  six  traders  and 
money  managers  from  First  Boston  and  Lehman  Brothers, 
making  them  partners  in  the  newly  formed  firm.  The  group 
started  with  a  telephone,  a  couch,  and  an  indoor  basketball 
hoop  for  reheving  stress. 

The  firm  debuted  in  1987  with  a  few  novel  mortgage  funds, 
including  one  of  the  earUest  closed  -  end  bond  funds .  It  later  of - 
fered  advice  to  banks  hurt  by  the  savings  and  loan  crisis  of  the 
late-i98os.  By  1994  assets  under  management  had  surged  to 
$53  billion. 

But  the  relationship  between  Schwarzman  and  Fink  began  to 
fray.  According  to  people  close  to  the  situation,  Fink  wanted  to 
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attract  more  talent  and  sought  to  use  the  firm's  equity  as  bait. 
But  Schwarzman,  who  owned  32%,  balked  at  the  plan.  When 
the  two  reached  an  impasse,  Schwarzman  declared  that  he 
wanted  out  and  encouraged  Fink  to  "  go  find  a  buyer."  PNC  Bank 
of  Pittsburgh  paid  $240  miUion  for  the  entire  company,  which 
eventually  went  public.  Schwarzman  took  his  cut  and  left.  The 
split  was  less  than  amicable.  But  Fink  and  Schwarzman  have 
grown  closer  in  recent  years;  Fink  has  attended  Schwarzman's 
extravagant  birthday  parties,  and  the  two  have  recently  made 


LEADER  OF  THE  PACK 


Shares  of  BlackRock  have  even  outperformed  another 
subprime  survivor,  Goldman  Sachs 


•  BLACKROCK 

•  GOLDMAN  SACHS 

•  S&P  FINANCIALS 


Like  Fink,  Goldman  CEO 
Blankfein  bet  against  the 
mortgage  market 


Data:  Bloomberg  Financial  Markets 

speeches  together.  During  a  Jan.  10  conference  call,  Schwarz- 
man said:  "We  sold  BlackRock  too  early." 

From  its  inception,  BlackRock  cultivated  a  reputation  for 
risk  management.  Fink's  First  Boston  blowup  was  a  lesson 
on  how  easily  Wall  Street  success  can  unravel,  an  experience 
he  has  been  determined  to  avoid  ever  since.  To  this  day,  says 
William  R.  Berkley,  chairman  and  CEO  of  insurance  firm  W.R. 
Berkley,  Fink  "spends  a  lot  of  time  looking  over  his  shoulder 
and  making  sure  he  doesn't  make  a  mistake." 

PUTTING  CAUTION  ON  THE  PAYROLL 

BlackRock  soon  began  selling  its  sophisticated  tools  for  tam- 
ing risk  to  institutional  investors.  General  Electric  hired  the 
firm  in  1995  to  help  manage  and  sell  a  $7  billion  batch  of  trou- 
bled bonds.  All  told,  BlackRock  helps  more  than  100  chents 
manage  risk  for  some  $6  trillion  in  assets.  In  December  the 
state  of  Florida  named  BlackRock  the  emergency  manager 
for  $12  billion  of  its  investments  after  that  portfolio  got  hit  by 
some  bad  subprime -related  stakes. 

Caution  has  served  Fink  well  over  the  years.  In  2005  he 
passed  on  the  chance  to  buy  Citi's  lagging  mutual  fund  busi- 
ness, foreseeing  a  lengthy  and  turbulent  turnaround.  That  has 
turned  out  to  be  the  case  for  the  eventual  buyer,  Legg  Mason. 


BY  LARGELY  AVOIDING  TOXIC  MORTGAGES  ORIGINATED 
IN  2006  AND  2007,  BLACKROCK  SIDESTEPPED  THE 
WORST  OF  THE  SUBPRIME  EXPLOSION 


Late  last  year,  Fink  was  in  the  running  for  the  top  spot  at  M 
rill  but  asked  to  look  at  the  bank's  subprime  portfolio, 
firm  didn't  give  Fink  a  chance  to  review  the  books.  A  few  d 
after  his  request ,  Merrill  hired  John  A.  Thain  instead. 

Fink  was  early  to  see  the  coming  storm  in  subprime.  He  > 
cided  that  the  mortgage  market  had  turned  into  a  Wild  V\ 
of  poor  lending  standards  back  in  2005,  a  full  18  months 
fore  the  rest  of  Wall  Street.  So  BlackRock  holds  few  securi 
backed  by  home  loans  originated  in  2006  or  2007,  the  rr 
toxic  vintages  with  the  highest  default  rates.  And  just  $3.2! 
lion  in  money  market-like  assets,  out  of  $313  billion  the  f 
manages,  are  made  up  of  securities  issued  by  troubled  str 
tured  investment  vehicles,  the  off- balance -sheet  creati 
that  have  caused  huge  losses  for  Citi  and  others. 

As  a  result,  BlackRock's  mortgage  losses  have  been  m: 
mal.  It  got  rid  of  some  of  its  SIV-related  securities  for  97 
gS.St  on  the  dollar  last  quarter  and  injected  $30  million  ^ 
two  troubled  cash  funds.  In  all,  BlackRock's  mortgage-reh 
losses  totaled  only  $42  million  in  the  fourth  quarter,  a  f  raci 
of  the  $18.1  billion  at  Citi  and  $14.6  billion  at  Merrill. 

Meanwhile, BlackRock's  subpr 
gains  have  easily  offset  its  losses 
flagship  hedge  fund.  Obsidian, 
early  in  2007  that  the  value  of 
estate  investment  trusts  would 
racking  up  a  30%  gain,  three  ti:i 
the  average  hedge  funds'  returnn 
Fink,  who  is  married  to  a  phot 
rapher,  Lori,  and  has  three  child 
enjoys  a  lavish  lifestyle  that  inch 
art  collecting,  a  house  in  As] 
Colo.,  an  apartment  on  Manhatt 
Fifth  Ave. ,  andapassionfor  fine  w. 
"If  you  want  to  know  which  p 
noir  is  the  one  to  buy,  call  Larry," 
Morgan  Stanley  CEO  John  Mack 
Fink  and  several  Street  lumii 
ies— including  Lazard  Vice-Ch 
man  Donald  G.  Drapkin  and  Goldman  Sachs  banker  Thom 
Tuft -as  well  as  Ann  Colgin,  who  owns  Napa's  Colgin  Cel 
hold  regular  wine  events  in  which  each  guest  brings  a  be 
After  a  blind  tasting,  the  person  with  the  worst  offering  h 
pay  for  dinner.  Fink  also  owns,  with  Drapkin  and  others, 
tone  Records  (label  of  the  rock  band  Maroon  5),  a  jewelry ; 
in  Aspen,  and  a  skating  rink  in  Hackensack,  N.J. 

Fink  and  his  wife  have  come  to  figure  prominently  or 
New  York  board  scene  as  well.  He  donated  $10  million  in : 
to  the  New  York  University  Medical  Center,  where  he  an 
wife  are  trustees.  As  a  directt)r  at  the  New  York  Stock  Exchi 
Fink  played  the  role  of  peacemaker  in  the  contentious  vc 
oust  then-  Chairman  Richard  A.  C 
so  in  2003 ,  which  may  explain  wl 
holds  no  grudge.  "He's  one  of  the : 
talented  people  in  the  financial  c  I 
munity,"  says  Grasso.  "He's  entitl  | 
be  called  the  King  of  the  Prom."  1 
-With  Lauren  Young  and 
Emily  Thornton  in  New  York 
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ONE  NATURAL  resource  in  Ontario 

IS  MINED  MORE  THAN  ANY  OTHER,  mnova.ve  ndus.r 


I  rlMlv  MIM  I  UlnLn.  Innovative  industries  have  been  unearthing 
talent  in  Ontario  for  decades,  and  have  polished  it  into  the  most  highly  skilled 
workforce  in  the  G8.  It's  also  the  most  knowledgeable,  with  58%  having  a  post- 
secondary  education  -  the  highest  rate  of  any  industrialized  nation.  In  fact,  the 
2006  World  Competitiveness  Yearbook  ranks  our  education  system  ahead  of 
Japan  and  the  U.S.  in  its  ability  to  meet  the  needs  of  a  competitive  economy.  And 
competitive  we  are,  in  fields  as  diverse  as  IT  and  communications,  aerospace  and 
biotechnology.  Brainpower  is  a  renewable  resource  too,  as  Ontario's  44  universities 
and  colleges  produce  a  steady  supply  of  graduates  every  year  in  mathematics, 
engineering  and  sciences.  Put  Ontario's  minds  to  work  for  you.  There's  no  better 
place  in  the  world  to  do  business.  ^-^  \    -.^  ---  >.^ 
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ONTA?n|0 

Canada 

%  2ontario.com/talent 

^  1-800-819-8701 


J'^Cntario  Paid  for  by  the  Government  of  Ontario. 
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^P^ther  couch  in  the  office  of  Ehud  Olmert  to  meet  with 
wraeli  Prime  Minister.  Agassi,  then  atop  executive  at  Ger- 
in  software  giant  SAP,  had  come  to  pitch  the  idea  of  his  native 
ael  reducing  its  dependence  on  oil  by  replacing  gas  -powered 
■s  with  electric  ones.  Obnert  liked  the  concept  but  laid  down 
teep  challenge:  He  wanted  Agassi  to  raise  hundreds  of  mU- 
(is  in  venture  capital  and  get  an  auto  industry  CEO  on  board 
■ore  he  would  pledge  his  support.  "You  go  find  the  money 
Ifind  a  major  automaker  who  will  commit  to  this,  and  I'll 
e  you  the  policy  backing  you  need,"  Olmert  said. 
Vithin  a  year,  Agassi  had  pulled  off  everything  Olmert  had 
ed.  He  raised  $200  miUion  in  venture  capital  and,  with 
p  from  Israeli  President  Shimon  Peres,  persuaded  Carlos 
osn,  the  chief  executive  of  Renault  and  Nissan,  to  make 


IN  DEPTH 

a  new  kind  of  electric  car  for  the  IsraeU  market.  On  Jan.  21, 
Agassi,  Oknert,  Peres,  and  Ghosn  unveiled  the  novel  project, 
under  which  Agassi's  Sihcon  Valley  company.  Better  Place, 
will  sell  electric  cars  and  build  a  network  of  locations  where 
drivers  can  charge  and  replace  batteries.  Olmert  has  done  his 
part,  too.  Israel  just  boosted  the  sales  tax  on  gasoline-pow- 
ered cars  to  as  much  as  60%  and  pledged  to  buy  up  old  gas  cars 
to  get  them  off  the  road. 

Agassi  contends  that  Israel  is  just  the  start.  He  hopes  to  ex- 
pand his  business  into  several  other  countries  over  the  next 
few  years,  with  China,  France,  and  Britain  among  the  poten- 
tial markets.  Ultimately,  he  believes  that  his  company  and 
others  like  it  could  shake  two  pillars  of  the  global  economy, 
the  $1.5  triUion-a-year  auto  industry  and  the  $1.5  trUlion- 
a-year  market  for  gasoline.  "If  what  I'm  saying  is  right,  this 
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would  be  the  largest  economic  dislocation  in  the  history  of 
capitahsm,"  says  Agassi. 

The  odds  of  Agassi  succeeding  on  a  grand  scale  are  incal- 
culably long,  especially  when  you  consider  his  background. 
Up  until  last  year,  the  39  -year-  old  had  spent  his  entire  career 
in  the  software  industry,  first  as  an  entrepreneur  and  most 
recently  as  a  leading  contender  for  the  CEO  job  at  SAP,  the 
world's  third-largest  independent  software  company.  He 
had  no  experience  with  energy  or  autos.  Industry  insiders  are 
skeptical  that  anyone  can  put  together  a  profitable  network 
of  electric  service  stations,  because  batteries  are  expensive 
and  complicated  to  swap  in  and  out.  "It  seems  more  like  a 
pipe  dream  than  a  viable  proposition,"  says  Menahem  Ander- 
man,  president  of  Total  Battery  Consulting  in  Oregon  House, 
Calif.,  which  consults  with  major  automakers  and  startups 
on  battery  issues. 

BATTERY  SWAPPING 

Yet  soaring  oil  prices  and  the  threat  of  global  warming  give 
Agassi  an  opening.  Governments  worldwide,  like  Israel,  are 
getting  more  serious  about  reducing  their  dependence  on  oil 
and  are  more  concerned  about  the  effect  of  carbon  emissions 
on  climate  change.  And  the  auto  industry  is  placing  large  bets 
on  alternative  power  vehicles  like  never  before.  At  the  North 
American  International  Auto  Show  in  Detroit  last  week,  Toy- 
ota Motor  announced  a  plug -in  hybrid  vehicle,  and  startup 
Fisker  Automotive  unveiled  its  Karma  hybrid  sports  car. 

Agassi  does  bring  a  new  perspective  to  the  alternative  fuel 
world.  The  trouble  with  traditional  electric  cars  is  that  they 
can  go  only  50  or  100  miles  and  then  they  need  to  stop  for 
hours  to  recharge  their  batteries.  Hybrids  overcome  the  mile  - 
age  limitations,  but  only  by  burning  gasoline.  One  of  Agassi's 
unconventional  ideas  is  to  separate  the  battery  from  the  car. 


That  will  allow  drivers  to  pull  into  a  battery- swapping  s  I 
tion,  a  car-wash-like  contraption,  and  wait  for  10  minu 
while  their  spent  batteries  are  lowered  from  the  car  and  fi 
charged  replacements  are  hoisted  into  place.  Better  Place  •' 
build  the  service  stations ,  as  well  as  hundreds  of  thousand 
charging  locations,  similar  to  parking  meters. 

Agassi's  other  unusual  idea  is  for  Better  Place  to  operati 
something  akin  to  a  mobile -phone  carrier.  He  plans  to 
electric  cars  to  consumers  at  a  relatively  low  price  and  tl 
charge  them  monthly  operating  fees.  The  total  cost  of  ovi 
ing  an  electric  car,  including  the  up -front  price  and  on  < 
ing  operating  expenses,  is  expected  to  be  less  than  that  1 
conventional  car.  At  first,  consumers  will  buy  cars  dire( 
from  Better  Place,  though  later  they  could  buy  them  fr 
auto  dealers  with  a  Better  Place  service  plan.  Agassi  hope  |io: 
begin  testing  the  system  by  the  end  of  this  year  and  have  t 
of  thousands  of  electric  cars  on  Israel's  roads  by  2011. 

The  approach  has  won  Agassi  support  from  some  unlil?  i 
corners.  Idan  Ofer,  chairman  of  Israel  Corp.,  a  leading,  u 
finer  of  oil  in  Israel,  is  one  of  his  biggest  backers  even  tho  i 
Agassi's  technology  could  cut  into  demand  for  gasoline. ' :  n 
didn't  do  it,  somebody  else  will,"  says  Ofer.  "What's  the  po  n 
of  fighting  something  that 's  inevitable  ? "  i  :te 

Still,  Agassi  has  plenty  of  hurdles  to  overcome.  Right  nr  de 
Better  Place  has  fewer  than  20  employees  in  Silicon  Valley  v 
Israel.  He  must  hire  fast  and  raise  the  money  to  pay  for 
battery  replacement  stations,  charging  facilities,  and  that 
teries  themselves,  which  cost  about  $10,000  a  pop.  He  pjdiii 
to  raise  capital  separately  in  each  country  where  he  opera;  s. 
A  lot  of  the  basic  details  still  have  to  be  worked  out,  too,)|  te, 
eluding  the  up  -  front  price  of  the  cars .  1  id 

It's  been  a  whirlwind  year  for  Agassi.  While  his  wife  and  (J  ion 
children  live  in  Sihcon  Valley,  he  has  spent  the  past  12  moi)|ivii 


« 
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Shai  Agassi  shifted  from  the 
executive  suite  at  a  software 
giant  to  the  ground  floor  of  an 
alternative  energy  startup  in 
two  tumultuous  years.  Here's 
the  path  he  took: 
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Its  rise  past  $100  per  barrel  fuels 
the  search  for  alternative  power. 
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Shai  Agassi,  an 
executive  at  soft- 
ware maker  SAP, 
gets  involved  in 
global  warming  as 
one  of  the  World 
Economic  Forum's 
Young  Global 
Leaders. 


Agassi  proposes  replacing  every 
vehicle  in  the  world  with  electric 
vehicles.  Israel's  Shimon  Peres 
takes  interest. 

Israel  Prime  Minister  Ehud 
Olmerttells  Agassi  that  if  he  can 
come  up  with  a  major  carmaker,  the 
right  technology,  and  the  money, 
Israel  will  be  a  test  bed  for  his  ideas. 
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RES:  "OIL  IS  THE  GREATEST  PROBLEM  OF  ALL 
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AE-THE  GREAT  POLLOTER  AND  PROMOTER 


TERROR.  WE  SHOULD  GET  RID  OF  IT" 


rplanes,  hotels,  and  conference  rooms.  He  sleeps  three  to 
hours  a  night .  There 's  no  telling  where  he  will  turn  up  next : 
r  York,  Paris,  Jerusalem,  or  Dalian,  China.  Last  September, 
)han  Dolezalek  of  VantagePoint  Venture  Partners,  one  of 
:on  Valley's  largest  venture  firms  and  a  Better  Place  inves- 
was  in  New  York  and  got  an  e-mail  from  Agassi  at  2  a.m. 
ious,  Dolezalek  asked  where  he  was.  It  turned  out  he  was  in 
obby  of  Dolezalek's  hotel  conducting  a  late  meeting, 
gassi  has  lived  his  entire  life  on  fast  -  forward.  Born  in  Isra- 
e  soon  moved  with  his  parents  to  Argentina,  but  was  back 
irael  entering  college  at  age  15.  Three  years  later,  he  was 
ck  by  a  car  while  crossing  a  Tel  Aviv  street ,  and  his  yearlong 
ivery  stretched  out  his  computer  science  education  and 
icated  his  mandatory  military  service.  Still,  he  had  started 
tech  companies  by  the  time  he  joined  SAP  in  2001. 
tie  roots  of  Agassi's  electric  vehicle  obsession  go  back  two 
s.  He  was  running  SAP's  global  product  development 
irtment  of  10,000  engineers  when  the  World  Economic 
im  selected  him  as  a  member  of  its  Young  Global  Leaders 
nization .  The  goal  that  year  was  to  make  the  world  a  better 
e.  Agassi  volunteered  for  the  chmate  change  committee, 
re,  he  met  his  sidekick  for  the  next  year,  Audrey  J.  Zarur, 
1  chief  executive  of  a  biotech  startup,  who  had  earned  a 
torate  from  the  Massachusetts  Institute  of  Technology 
ivironmental  sciences.  Quickly,  the  two  decided  to  try  to 
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come  up  with  new  ideas  for  addressing 

global  warming. 

It  was  at  a  YGL  conference  in  late 

2006,  in  chilly  Iceland,  that  Agassi  got 

his  breakthrough  idea.  He  and  Zarur,  a 
Mexican  of  Lebanese  descent,  had  vol- 
unteered to  make  a  presentation,  but 
they  didn't  have  a  topic  yet.  Sitting  in 
the  Vox  bar  in  Reykjavik's  Hilton  Nordica  drinking  chamo- 
mile tea,  Agassi  suggested  they  propose  replacing  every  car 
in  the  world  with  an  electric  car.  "Is  this  crazy,  or  can  it  be 
done?"  Agassi  asked.  "It's  crazy,"  Zarur  answered,  "but  it  can 
be  done."  They  stayed  up  late  into  the  night  creating  a  finan- 
cial rationale  for  the  switch  based  on  oil  prices  and  the  cost  of 
vehicles,  and  made  their  presentation  in  the  morning. 

Over  the  next  two  months,  the  pair  spent  all  of  their  spare 
time  studying  the  economics  and  technologies  of  electric  ve- 
hicles. They  concluded  that  new  schemes  set  forth  by  oth- 
ers violated  some  of  the  basic  laws  of  physics.  Instead,  they 
favored  technologies  that  already  existed  and  gradually  put 
together  the  ideas  that  became  the  Better  Place  business. 

At  this  point,  though,  their  project  was  still  a  pie-in-the- 
sky  exercise.  They  prepared  a  white  paper,  "Scenarios— The 
End  of  Oil,"  and  presented  their  findings  to  anyone  who  would 
listen.  It  was  at  a  gathering  of  American  and  Israeli  leaders 
in  Washington  in  December,  2006,  that  their  effort  began  to 
shift  from  a  science  project  to  a  true  potential  business.  Peres, 
the  former  Israeli  Prime  Minister  and  now  President,  was  in 
the  audience  and  was  struck  by  Agassi  and  Zarur's  ideas.  "I 
believe  Israel  should  go  from  oil  to  solar  energy,"  says  Peres. 
"Oil  is  the  greatest  problem  of  all  time— the  great  polluter 
and  promoter  of  terror.  We  should  get  rid  of  it."  Within  two 
weeks,  at  Peres'  urging,  Agassi  was  talking  to  government  and 
business  leaders  in  Israel,  where  he  landed  the  fateful  meeting 
with  Olmert.  (Zarur  ultimately  didn't  stay  the  course,  moving 
instead  into  venture  capital. ) 

While  Olmert  held  the  power,  it  was  Peres  who  quickly 
emerged  as  the  godfather  for  Agassi's  project.  He  helped 
broker  meetings  with  automakers  at  the  World  Economic 
Forum's  annual  meeting  in  Davos.  During  a  snowstorm  last 
Jan.  26,  he  volunteered  his  hotel  suite  for  meetings  with  car 
company  executives.  First,  a  vice-chairman  at  one  Japanese 
automaker  listened  to  the  presentation  and  was  cool  to  the 
idea.  But  then  Ghosn  came  in,  and  he  had  precisely  the  op- 
posite reaction.  He  invited  Agassi  to  talk  things  over  with  op  - 
erational  executives  at  Renault. 

What  got  Ghosn  excited  was  Israel's  willingness  to  slash 
import  taxes  for  green  vehicles  and  alter  domestic  sales  taxes 
in  ways  that  would  make  the  economics  of  the  plan  work. 
"This  is  a  unique  situation,"  says  Ghosn.  "It's  the  first  mass 
marketplace  for  electric  cars  under  conditions  that  make 
sense  for  all  the  parties."  As  a  result  of  getting  involved,  the 
Nissan-Renault  Alliance  has  made  electric  autos  a  top  prior- 
ity. Initially,  the  companies  expect  to  produce  electric  cars  for 
Israel  and  othc  countries  by  modifying  existing  models,  but 
eventually  they  plan  to  introduce  new  models  designed  from 
the  ground  up  to  run  on  batteries  developed  by  Nissan. 

Immediately  after  the  Davos  meetings,  Peres  urged  Agassi  to 
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take  on  Project  Better  Place  as  his  own  business.  Agassi  was  in 
line  for  the  CEO  job  at  SAP,  but  Peres  challenged  him  to  change 
course:  "In  your  young  life,  there's  nothing  better  you  could 
do."  A  few  days  later  Hasso  Plattner,  SAP's  chairman,  called 
Agassi  to  say  CEO  Henning  Kagermann  had  signed  on  for  two 
more  years.  Since  that  would  push  back  Agassi's  opportunity 
to  move  into  the  CEO  spot,  he  saw  it  as  a  sign  that  he  was  free 
to  leave  and  pursue  other  career  paths.  He  quit  on  the  spot, 
though  two  months  went  by  before  his  departure  was  final. 

Agassi's  legacy  at  SAP  could  signal  how  well  he  '11  perform  in 
his  new  gig.  Plattner  was  upset  when  he  left.  He  had  depended 
on  Agassi  to  help  stir  up  a  stoHd  German  company,  and  Agassi 
had  done  just  that — proposing  radical  new  technology  initia  - 
tives,  which  were  at  times  resisted  by  longtime  employees  in 
Germany.  Plattner  said  he  regretted  Agassi's  departure:  "Shai 
moved  us  out  of  the  dot-com  bust  to  safe  waters  with  a  tech- 
nology strategy  that  set  up  the  success  we're  seeing  now." 
Other  SAP  managers  had  chafed  under  Agassi's  aggressive 
style.  Their  critique:  He  was  long  on  vision  but  less  good  at 
getting  things  done.  If  true,  that  could  torpedo  Better  Place. 
But  Agassi  denies  it,  pointing  to  his  major  initiative  at  SAP,  a 
product  called  Net  Weaver,  which  provided  the  infrastructure 
for  weaving  together  hundreds  of  software  apphcations  that 
corporations  use  to  run  their  operations.  NetWeaver  grew 
from  zero  to  $l  billion  in  revenues  in  just  three  years. 

When  Agassi  left  SAP,  he  didn't  decide  at  once  on  running 
Better  Place.  He  gave  himself  lOO  days  to  consider  all  offers. 
And  he  had  many,  including  opportunities  to  run  large  tech- 
nology outfits.  But  he  was  stuck  on  the  electric  vehicle  proj- 
ect. He  thought  about  what  he  wanted  to  accomplish  in  his 
hfe.  He  felt  strongly  about  the  need  for  a  peaceful  resolution 
to  Middle  East  conflicts,  and  he  figured  that  one  way  to  reduce 
tensions  was  to  reduce  dramatically  the  world's  dependency 
on  oil.  He  had  chosen  Project  Better  Place  as  the  name  for  his 
project  because  of  the  challenge  to  the  Young  Global  Lead- 
ers a  year  earlier  to  try  to  make  the  world  a  better  place.  He 
couldn't  think  of  anything  more  important  he  wanted  to  do. 

INFRASTRUCTURE  HURDLES 

By  spring,  Agassi  was  refining  his  business  ideas.  Those  years 
at  SAP  gave  him  a  unique  perspective  on  overcoming  the  hur  - 
dies  to  widespread  electric  vehicle  adoption  He  saw  that  the 
vehicles  needed  an  infrastructure  comparable  to  NetWeaver 
to  make  them  viable .  On  a  1 0  -  hour  flight  from  Tel  Aviv  to  New 
York,  he  laid  out  the  core  business  model  for  Better  Place. 

During  the  summer,  he  concentrated  on  raising  money.  His 
big  break  came  during  a  meeting  with  Israel  Corp.'s  Ofer  last 
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June.  Agassi  was  in  Israel  to  raise  moi 

from  the  country's  leading  industi 

families.  One  of  Agassi's  alhes,  inves 

Michael  Granoff  of  Maniv  Investmer 

a  New  York  company  that  concentra 

on  alternative  energy  investing,  arranj 

a  meeting  on  June  12  in  Oft 

office  on  the  23rd  floor  of  I 

Millennium  office  tower— w 

a  panoramic  view  of  the  cot 

Agassi  laid  out  the  econor 

rationale  for  electric  vehic 

and  explained  his  busini 

plan.  As  he  wrapped  up,  0 

quipped  to  one  of  his  C' 

leagues:  "I  guess  we'll  have 

sell  the  refineries." 

Agassi  couldn't  guess  where  the  cc 
versation  would  go  next.  He  had  to  rusl 
a  meeting  with  Peres,  but  Ofer  accom} 
nied  him  down  to  the  lobby.  As  they  s 
their  goodbyes,  Ofer  leaned  forward ; 
delivered  some  stunning  news:  "I'm  go 
to  invest  in  this,  and  I'm  going  to  be  your  biggest  investor, 
put  in  $100  million."  A  flabbergasted  Agassi  didn't  know  h 
real  the  pledge  was,  but  when  the  initial  round  of  $200  mill  I 
in  funding  for  Better  Place  came  together  last  October,  0 
kept  his  word.  Agassi  lined  up  a  wide  range  of  other  invested 
including  investment  bank  Morgan  Stanley. 

In  December,  Agassi  saw  his  dream  come  one  step  close  1 
reality.  With  his  backers  in  place  and  the  company's  laui. 
scheduled ,  he  took  a  test  drive  in  a  Renault  that  his  employ 
had  converted  to  run  on  electricity.  The  modified  Renault  ^ 
gane  is  capable  of  going  from  zero  to  60  in  eight  seconds  < 
has  a  top  speed  of  13  0 .  Agassi  and  his  beaming  father,  Reuvi 
tooled  around  a  Tel  Aviv  suburb  for  half  an  hour. 

Better  Place  now  has  talks  under  way  with  about  a  do:. 
other  countries.  Agassi  hopes  to  pflot  the  project  in  a  1 
countries  this  year  and  begin  mass  deployments  in  2011. 1- 
optimistic  that  he'll  be  able  to  defy  the  odds,  but  he's  also 
alistic  enough  to  know  there  are  many  difficult  days  ahe 
"There  will  be  a  very  loud  splat  when  I  hit  the  ground," 
says,  "or  there's  going  to  be  a  revolution."  1 BW 1 


An  electric 
Renault  Agassi 
test-drove 
recently  can  go 
130  mph;  above, 
the  car's  battery 
compartment 
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Revving  Up 


A  grassroots  movement  of  entrepreneurs  has  sprung  up, 
and  it  could  rescue  the  w/orld  from  its  oil  dependency  and 
gasoline-powered  vehicles.  So  argue  Ian  Carson  and  Vijay 
V.  Vaitheeswaran  in  their  new  book,  Zoom:  The  Global 
Race  to  Fuel  the  Car  of  the  Future.  Carson  and  Vaith- 
eeswaran call  this  the  "Great  Awakening."  They  have  little 
sympathy  for  the  leaders  of  the  energy  and  auto  industries. 
"Big  Oil  clearly  has  no  interest  in  seeing  its  main  product 
fall  by  the  wayside,"  they  write,  "and  the  Detroit  car  industry 
has  shown  few  signs  of  real  innovation  or  long-term  vision." 
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Next  Generation  Green: 
Tomorrow's  Innovative 
Green  Business  Leaders 


Sponsored  by: 


GLOBE 

FOUNDATION 


With  dozens  of  magazine  covers  and  news 
features,  television  shows,  books,  prod- 
ucts, feature  films,  and  even  a  Nobel 
Peace  Prize,  climate  change  was  undoubtedly 
the  topic  of  the  moment  in  2007. 

As  Jon  Coifman  of  the  Natural  Resources  Defense 
Council  (NRDC)  puts  it,  in  the  collective  consciousness  the 
environment  seems  at  last  to  have  shifted  from  something  to 
go  and  visit  to  something  that  is  part  of  everyday  life — it's 
our  backyards,  our  kitchens,  our  houses,  and  our  cars.  What 
this  translates  to  for  business  leaders  is  an  increasingly  aware 
consumer  population  and  a  lot  of  potential  for  new  business  if 
it's  conducted  responsibly. 

While  the  mainstream  may  have  just  recently  tuned  into 
the  "green"  channel,  some  businesses  have  been  focusing  on 
the  environmental  and  social  impacts  of  their  operations  and 
products  for  decades.  Those  businesses  continue  to  push  the 
sustainability  agenda,  and  they  are  now  increasingly  being  joined 
by  start-ups  looking  to  revolutionize  things  like  the  electrical 
grid  that  haven't  changed  in  decades  or  even  centuries. 

"The  paradigm  has  shifted — we  have  a  lot  of  companies  calling 
us  now,  looking  for  help  figuring  out  what  their  footprint  is,  how 
to  'green'  their  operations,  and  how  to  develop  new  products 
within  that,"  says  William  Sarni,  CEO  of  DOMANI,  a  full-service 
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sustainability  consult 
firm  that  works  w/ 
leading  multinatio 
companies  like  Alcoa,  Bii 
Cisco,  Coca-Cola,  and  PPp 
Now  that  "sustainabil 
has  become  simply 
part  of  doing  busin( 
companies  that  wish' 
push  the  "green  busine 
i  envelope  are  innova 
^^^^^^^^^^^^^^^^J    faster    than    ever,    of 

through  partnerships  v 
other  companies  that  enable  knowledge-sharing  and  \ 
push  technology  along  at  a  faster  rate.  In  2005,  for  exam' 
nanotechnology  company  QuantumSphere  partnered  wit 
leading  zinc  air  battery  expert  to  develop  the  most  advan 
air  electrode  in  the  world — and  increased  battery  power  out 
by  more  than  320%.  This  increased  performance  unlci 
new  portable  power  and  electronics  applications  for  zincn' 
batteries,  the  most  powerful  commercial  battery  availal 
by  volume  and  weight.  As  a  result  of  this  breakthroD 
the  company  was  recently  awarded  the  Best  of  Small  T 
Nanomaterial  of  the  Year  Award  for  its  QSI-Nano®  Mangan' 
Catalyst,  a  key  ingredient  inside  next-generation  electrodes 
disposable  zinc  air  batteries. 

Even  companies  in  sectors  not  traditionally  associated  vl 
environmental  responsibility  are  "greening"  their  operation)! 
every  way  possible  and  expanding  their  offerings  to  inclr 
more  responsible  options.  Car  companies  are  racing  to  relei "' 
the  first  plug-in  hybrids,  and  energy  companies  such  asit 
have  been  investing  in  alternatives  to  oil  for  years  now.  /» 
all,  if  oil  is  running  out  no  matter  what,  energy  companies 
want  to  be  well-positioned  to  harness  the  power  sources  of]"' 
future,  from  wind  to  solar  to  hydropower. 

"We  hear  from  some  customers  at  the  fuel  pump  thatt 
buy  our  gas  because  they  like  that  we  invest  in  things'? 
solar  and  wind,  which  is  great.  Still,  at  the  end  of  the  e 
we  wouldn't  be  investing  so 'heavily  in  our  alternative  enc 
businesses  if  we  didn't  think  those  businesses  were  goinr 
be  profitable  in  their  own  right,"  explains  Sarah  Howell,  I 
Director  of  Environmental  and  Corporate  Communications 
Outside  of  the  "green  business"  realm,  it's  not  just  pr( 
that  are  driving  companies  to  embrace  environmental  initiati 
Companies  recognize  the  long-term  global  environme 
challenges,  and,  just  as  individuals  work  to  reduce,  reuse,  '^ 
recycle,  mainstream  companies  are  finding  ways  to  do  t' 
part  as  well.  Last  year,  Abbott  [NYSE:  ABT]  announced  a  i 
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duce  absolute  greenhouse  gas  emissions.  Abbott  also 
ne  the  first  large  company  to  commit  to  going  "carbon 
al"  with  its  U.S.  sales  fleet.  By  offering  employees  the 

I  of  driving  a  hybrid  or  other  fuel-efficient  vehicle,  Abbott 
ucing  its  emissions  significantly — equivalent  to  removing 
DO  cars  from  the  road.  The  healthcare  company  plans  to 
alize  the  remaining  emissions  of  its  fleet  by  purchasing 
n  offsets  in  2008. 

bbott's  business  is  focused  on  improving  people's  health, 
ur  work  to  protect  the  environment  is  an  important  part 
s  commitment,"  says  Mike  Warmuth,  Vice  President  of 
tt's  Global  Engineering  Services  Division.  "By  going 
<u  neutral  with 
et  and  introducing  Waves  of  Innovation 

significant 

ro  n  m  e  n  t  a  I 
jtives,  we're 
sing  the  efficiency 

operations  and 
ing  greenhouse 
nissions.  At  the 
time,  we're  also 
ly  engaging  our 
)yees,  who  are 

to  work  for  a 
any  with  a  strong  commitment  to  the  environment." 

II  other  companies  are  teaming  up  with  firms  such  as 
.ake  City-based  Blue  Source,  which  creates  greenhouse 
eduction  projects  across  the  U.S.  for  a  variety  of 
tries.  Blue  Source  co-founder  and  CEO  Bill  Townsend 
his  company  developed  these  projects — from  carbon 
re  and  storage  for  enhanced  oil  recovery  to  methane 
re  and  utilization — to  meet  the  greenhouse  gas  reduction 
of  various  industrial  clients  that  have  large  and  broad 
n  risks.  "North  American  businesses  are  looking  for 
tunities  to  reduce  their  carbon  environmental  impact, 
I  many  cases  do  not  know  how  to  approach  the  issue," 
.end  says.  "The  voluntary  carbon  market,  as  one  example 
environmental  marketplace,  is  playing  an  important  role 
ividing  an  incentive  to  act  on  climate  change  without 
itory  requirements.  With  Blue  Source's  diverse  portfolio 
bon  offset  projects,  we  hope  to  continue  to  demonstrate 
t  is  indeed  possible  to  reduce  carbon  emissions  while 
ng  economic  benefits  that  support  a  sustainable  future. 
esses  today  no  longer  face  the  decision  of  making  a 
:ial  gain  or  being  socially  conscious;  the  carbon  markets 
for  both." 

lat  was  once  called  the  "triple  bottom  line"  has  morphed 
/hat  L.  Hunter  Lovins',  co-author  of  the  seminal  green 
3ss   primer   Natural  Capitalism,   calls  the   "integrated 
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bottom  line,"  as  corporate  interaction  with  labor  and  the 
environment  affects  profits  now  more  than  ever.  In  addition 
to  customers  that  are  more  knowledgeable  than  ever  about 
the  impacts  of  business  on  society  and  the  environment, 
companies  also  have  to  operate  in  a  world  filled  with  bloggers 
and  citizen  journalists  who  will  inevitably  document  their 
every  misstep. 

Those  companies  that  are  seen  as  green  business  leaders  and 
positive  members  of  the  global  community  will  not  only  benefit 
their  bottom  lines  through  such  things  as  energy  savings  and 
waste  reduction,  but  through  an  increased  customer  base  and 
strong  brand  loyalty.  Perhaps  even  more  valuable,  companies 

that  are  seen  as 
environmentally  and 
socially  responsible 
buy  themselves 
what  Lovins  calls  a 
"goodwill  bank." 

"When  companies 

screw    up,    which 

inevitably  they  will 

do  at  some  point  or 

another,    if    they've 

taken  the  time  to  really 

integrate  sustainability 

into   their   operations   and   communicated   that    integration 

to  customers,  their  customers  are  more  likely  to  stand  by  them," 

Lovins  says. 

Integrating  the  bottom  line  with  sustainability  initiatives 
has  been  at  the  heart  of  the  GLOBE  Foundation's  efforts  since 
1993.  GLOBE  isa  nonprofit  organization  focused  on  businessas 
a  solution  to  environmental  challenges,  and  has  been  fostering 
the  growth  of  corporate  sustainability  by  bringing  company 
leaders  together  to  discuss  industry-wide  problems  and  the 
potential  for  reasonable,  profitable  solutions.  "We  believe  that 
environmental  problems  present  business  opportunities,  and 
companies  really  can  do  well  by  doing  good,"  says  John  Wiebe, 
President  and  CEO  of  the  GLOBE  Foundation. 

GLOBE  2008,  the  10th  event  m  the  prestigious  GLOBE 
international  conference  series  will  bring  together  over  10,000 
participants  from  80  countries  this  March  in  Vancouver  to 
discuss  some  of  the  most  important  issues  shaping  the  global 
environmental  business  agenda  and  exhibit  technologies 
designed  to  address  the  greatest  challenges  facing  humanity. 
Energy  issues,  climate  change,  and  building  design  that  meets 
the  ultimate  in  sustainability  principles  will  be  discussed 
by  leading  edge  thinkers  with  business  leaders  committed 
to  making  a  difference.  Up-to-date  program  information  is 
available  at  www.globe2008.ca. 

Today's  green  business  leaders,  from  Siemens  to  Waste 


Investing 
in  energy 
opfiondT 


BP  is  the  largest  investor  in  U.S.  energy  development.  In  fact, 
over  the  last  5  years,  we've  invested  more  than  $28  billion  in 
U.S.  energy  supplies,  which  includes  developing  low  carbon 
energy  solutions  from  solar,  wind,  hydrogen  and  natural  gas. 
It's  a  start. 
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Management,  Abbott,  and  BP, 
integrating  social,  environmental, 
economic  concerns  into  innova 
successful  business  strategies. 


BP:  Driving  Energy  Innovation 

In  1997,  BP's  then-CEO  Lord  Bn 
stepped  out  on  a  limb  with  a  spee(|jj! 
Stanford  University  about  the  neei 
the  energy  industry  to  accept  the  sci 
surrounding  climate  change  and  t 
to  do  something  about  it.  Oil  ind 
stalwarts  said  he  had  "left  the  chu' 
but  more  than  ten  years  down  the 
it's  clear  that  he  was  on  to  somet 
In   1997   BP  committed  to  reduc 
greenhouse   gas   emissions   to   b ijf; 
1990    levels   by   2010.   The   comjdi 
achieved  its  reductions  nine  years  a; 
of  schedule,  and  was  surprised  to 
that  it  was  cost-effective  in  doinf 
according  to  Sarah  Howell  of  BP. 

"We    thought    hmmm...    here'sfc 
example  where  people  think  you 
to  spend  a  lot  of  money  and  compblnt 
change  your  thinking,  but  we  proved^ 
we  could  do  it  without  a  huge  investrri  ^ 
what  it  took  was  increasing  efficienri  j^j 
our  own  operations,  and  by  being  . 
cognizant  and   efficient  we  discowji 
we  could   reduce  emissions  and 
money,"  Howell  says. 

In   1998,   British  Petroleum  meiip; 
with   Amoco   to   form    BP   Amoco  .(itjs! 
then  acquired  ARCO  and  several  > 
companies,  and  re-launched  in  200 
BP,  an  energy  company.  At  the  tim 
the  merger,  both  British  Petroleum! 
Amoco    had    large    and    well-resp6) 
solar  manufacturing  businesses,  anif 
merger,  of  the  two  created  BP  Solan 
of  the  world's  largest  solar  manufactrif. 
By  2005,   BP  launched  its  Altern. 
Energy  group  with  a  commitment  c 
billion  of  investment  over  ten  years 
four  sectors:  solar,  wind,  gas-fired  piijjj^ 
and  hydrogen  power  coupled  with  Ce 
sequestration  and  storage. 

The  company's  solar  business 
already  quite  strong,  and  it  very  qu  L|| 
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up  its  other  Alternative  Energy 
nesses.  BP  acquired  several  small 
I    power    companies    throughout 

U.S.  and  formed  a  strategic 
lership  with  Clipper  Wind,  one  of 
argest  wind  turbine  manufacturers 
le  country.  In  January  2007,  the 
Dany  announced  its  intention  to 
I  five  large  wind  farms  in  the  U.S. 
by  December  2007  the  first  of 
;  farms — a  300  MW  wind  farm  in 
'ado — was  commissioned.  In  the 
J  time  frame,  BP  also  constructed 

000  MW  gas-fired  cogeneration 
ir  plant  in  Korea  and  announced 
>  for  a  hydrogen  power  project  at 
arson,  Calif,  refinery  that  uses  a 
3duct  of  the  refining  process  to 
uce  hydrogen  for  power  and  C02 
is  sequestered  and  stored. 

addition  to  low-carbon  power, 
ivests  heavily  in  the  research  and 
lopment  of  efficient,  low-carbon 
.  The  company  has  partnered  with 
)nt  to  import  biobutanol  from  an 
ing  first  generation  manufacturing 
ty  in  China  to  blend  with  gasoline 
"ovide  to  the  UK  market.  In  the 
,  BP  has  invested  $500  million 
n    Energy    Biosciences    Institute 

1  co-located  at  UC  Berkeley  and 
University  of  Illinois  at  Urbana- 
npagne,  where  students  and 
itists  will  explore  the  application 
loscience  and  the  production  of 

and  cleaner  energy,  principally 
for  road  transport,  and  creating 
technologies  to  develop  fuels 
non-food  crops.  The  EBI  will 
research  the  conversion  of  heavy 
)carbons  to  clean  fuels,  improved 
'ery  from  existing  oil  and  gas 
voirs,  and  carbon  sequestration, 
sail  in  the  name  of  good  business, 
look  at  this  not  as  a  trend  but  as 
■tainable  business  strategy.  I  hope 
f  sectors  (such  as  retail,  clothing, 
:ruction,  etc.)  keep  with  it  too 
reap  both  the  environmental  and 
bmic  benefits,"  Howell  says. 


Investing 
in  energy 
futures. 


BP  is  investing  $500  million  over  ten  years  to  establish  the 
Energy  Biosciences  Institute,  which  will  find  new  sources  of  clean, 
renewable  energy.  We're  also  working  with  DuPont  to  create 
an  advanced  generation  of  biofuels. 
It's  a  start. 


©  2008  BP  Products  North  America  Inc 
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Siemens:  Solving  the  Environmental  Problems  of  Tomorrow,  Today 

Since  1874,  Siemens  has  been  working  in  Canada  as  both 
an  innovator  and  an  environmental  leader.  The  company  is 
credited  with  introducing  a  number  of  clean  technologies  to 
both  Canada  and  the  world,  from  the  first  light  rail  transit  (LRT) 
system  in  North  America  to  the  largest  wind  farm  in  Ontario. 
Siemens  is  also  responsible  for  the  design  and  installation 
of  the  first  retractable  stadium  roof  and  the  world's  first  fully 
integrated  airfield  lighting  control  system. 

"Siemens  has  focused  on  environmental  responsibility  for  a 
long  time  as  part  of  our  commitment  both  to  the  environment 
and  tomakingthe  best  products  possible,"  explains  D.L.  Leslie, 
Manager,  Corporate  Communications,  Siemens  Canada. 

The  company's  LRT  solution  in  Calgary  is  a  prime  example. 
The  electrically  driven  zero-emission 
rail  vehicles  protect  the  environment, 
while  at  the  same  time  providing 
safe  and  reliable  transportation. 
"We  need  energy  for  infrastructure 
solutions  and  often  the  environment 
is  compromised  in  the  process, 
but  with  wind  turbines,  clean  air 
technologies,  flexible  power  grids, 
and  reliable,  low-loss  transmission 
systems,  we're  helping  conserve 
resources,  save  energy,  and  cut 
costs,"  Leslie  says. 

Siemens'  Building  Technologies 
Group  (SBT)  is  also  focused  on 
improving  efficiency  and  reducing 
greenhouse  gas  emissions  for 
its  customers.  The  company's 
advanced  digital  control  technology 
and    dedicated    team    of    energy 

professionals  provide  customers  with  turnkey  programs  that 
maximize  building  efficiencies,  as  evidenced  by  a  recent 
project  with  the  Royal  Canadian  Mint.  Siemens  helped  the 
designated  heritage  site  in  Ottawa,  Ontario,  to  gain  $1  million 
in  savings  annually  and  realize  a  dramatic  improvement  in 
indoor  air  quality. 

Subsidiary  Osram  Sylvania  further  helps  customers 
to  improve  the  efficiency  of  their  buildings.  As  one  of  the 
first  companies  to  produce  compact  fluorescent  lights 
(CFLs),  Siemens  is  one  of  a  handful  of  companies  that  is 
helping  to  reduce  the  use  of  incandescent  lights  around  the 
world,  Leslie  says,  adding  that  again  it  comes  down  to  the 
company's  ability  to  produce  innovative  products  that  are  also 
environmentally  responsible. 

As  part  of  a  study  presented  at  the  2007  World  Economic 
Forum  in  Davos,  Siemens  identified  two  significant  challenges 


facing  our  planet  in  addition  to  climate  change:  urbanizal 
and  demographic  change.  According  to  the  study,  producec 
partnership  with  Globescan,  Incorporated  and  MRC  McL 
Hazel,  2007  marked  the  first  year  in  history  that  more  pec 
lived  in  cities  than  outside  of  them.  In  addition  to  an  increa 
migration  of  people  to  cities,  the  study  found  that  humans 
simply  living  longer. 

This  increase  in  both  urbanization  and  lifespan  is  putt 
serious  stress  on  the  planet  and  specifically  on  the  infrastruci 
of  cities  and  on  the  environment  as  a  whole.  With  technolof 
geared  toward  improving  healthcare,  infrastructure,  enf 
efficiency,  water,  and  transportation,  Leslie  explains,  Sienr 
is  well  positioned  to  extend  and  enhance  the  quality 
life  and  to  provide  comprehensive  solutions  to  the  mr 

faceted   environmental   challen 

of  the  future. 


Waste  Management:  Turning  Waste 
into  Energy 

Waste  Management,  a  comp 
best  known  for  dealing  with  the  w, 
of  its  22  million  customers,  produ 
more  renewable  energy  each  ) 
than  the  entire  North  American  s 
industry.  It's  an  achievement 
company  will  build  on  over  the  t 
ten  years.  In  late  2007,  WM  ( 
David  P.  Steiner  announced  ' 
key  goals  for  2020:  increase  wa 
based  energy  production;  incre 
the  volume  of  recyclable  materi 
invest  in  clean  technologies; 
preserve  and  restore  more  wile 
habitat.  "Where  most  see  waste,- 
see  opportunity,"  he  said,  describing  a  platform  for  sustain;' 
growth  for  WM,  in  which  the  company  removes  trash,  recy 
it,  and  delivers  waste-based  energy  to  its  customers. 

The  company  is  already  making  progress  toward  its  gC; 
according  to  VP  of  Corporate  Communications  Lynn  C.  Brc 
WM  currently  has  33  working  landfills  certified  as  wile 
habitat  preserves  through  the  Wildlife  Habitat  Council  (WK 
and  hopes  to  certify  100  by  2020. 

To  increase  the  volume  of  recyclable  materials,  she  .' 
the  company  uses  single  stream  recycling  technology,  wt 
shatters  the  myth  that  recycling  isn't  as  profitable  as  disp 
and  also  encourages  people  to  recycle.  New  areas  of  busin 
such  as  electronics  recycling  and  construction  &  demoll' 
recycling  are  also  increasing  WM's  recycling  volu 
In  partnership  with  Sony  WM  has  developed  an  eCycling  pro| 
aimed  at  providing  an  e-drop  off  within  20  miles  of  90  percer- 
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The  Siemens  answer:  Efficient  energy  supply. 

Finding  answers  to  climate  change  is  one  of  tine  greatest  challenges  of  the  21  st  century.  And  energy  efficiency 
plays  a  key  role.  Our  innovations  efficiently  generate,  transmit  and  distribute  the  power  we  need  while  drastically 
reducing  C02  emissions.  Sustainable  and  affordable  electricity  -  it's  good  for  the  environment  and  good  for  the 
people  who  depend  on  it  to  power  their  lives,  www.siemens.com/answers 


Siemens  is  proud  to  be  a  Platinum  Sponsor  of  GLOBE  2008. 


Answers  for  the  environment. 
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Abbott:  Committed  to  a  Healthier  Environment 


Despite  its  relatively  small  footprint 
and  the  fact  that  it's  in  an  industry — 
healthcare — that  isn't  known  for 
focusing  on  "green  business,"  Abbott  [NYSE; 
ABT]  stands  out  as  an  environmental  leader. 
The  company  focuses  its  environmental 
work  on  areas  that  are  important  to 
society  and  to  Abbott's  business,  including 
conserving  water  and  energy,  and  reducing 
greenhouse  gas  emissions  to  help  address 
climate  change. 

"As  a  global  healthcare  company,  Abbott 
is  in  a  unique  position  to  improve  the  health  of  our 
world  and  the  people  in  it,"  says  Mike  Warmuth, 
Vice  President  of  Global  Engineering  Services  at 
Abbott.  "This  responsibility  goes  well  beyond  the 
products  we  develop,  to  the  way  we  make  them 
and  how  we  operate  our  business.  Working  to 
protect  the  environment  is  one  of  the  ways  we're 
fulfilling  our  mission  to  improve  people's  health." 


Abbott  Drives  Green  and  in  Neutral.  In  2007,  Abbott  became  the 
first  large  company  to  go  "carbon  neutral"  with  its  U.S.  vehicle  fleet. 

In  2007,  Abbott  became  the  first  and  only 
large  company  to  commit  to  going  "carbon 
neutral"  with  its  6,500-vehicle  U.S.  sales  fleet. 
Company  cars  typically  have  double  the  mileage, 
fuel  consumption,  and  emissions  of  personal 
vehicles,  and  as  a  result,  are  major  sources  of 
air  pollution.  By  going  carbon  neutral,  Abbott  will 
neutralize  77,000  metric  tons  of  emissions — the 
equivalent  of  taking  12,000  cars  off  the  road. 


Abbott  also  announced  its  intf 
to  reduce  its  total  U.S.  greenhouse 
emissions  on  an  absolute  basis  from 
to  2011.  The  commitment  to  an  "abso 
reduction  is  key — even  as  Abbott's  busi 
grows  in  the  coming  years,  the  comp 
goal  stays  the  same:  decreasing 
emissions  from  current  levels. 

"The  carbon  neutral  fleet  prof 

has  already  made  an  impac 

greenhouse  emissions,  and  we're  ro 

out  other  initiatives  to  further  re 

our  environmental  footprint,"  explains  Warr 

"This  includes  installing  solar  panels  in 

manufacturing  facilities  and  investing  in 

renewable  energy  sources." 


Abbol 

A  Promise  for  II 


the  U.S.  population.  Tfie  company  is  currently  in  talks  with  other 
partners  to  develop  similar  programs,  Brown  says.  Meanwhile,  WM 
is  increasing  its  capacity  to  capture  recyclable  construction  waste, 
which  will  also  help  customers  striving  toward  LEED  (Leadership 
in  Energy  and  Environmental  Design)  certification  through  the  U.S. 
Green  Building  Council. 

In  its  quest  both  to  decrease  emissions  and  increase  fuel 
efficiency  by  15%  over  the  next  ten  years  WM  will  invest  $5 
billion  of  capital  spending  in  its  fleet  of  trucks.  The  company 
also  is  investing  in  next-generation  landfill  technologies  that 
could  produce  electricity,  create  more  space  in  landfills,  and 
actually  make  diesel  from  landfill  gas,  which  could  then  be 
used  to  help  power  WM's  truck  fleet.  Meanwhile,  WM  subsidiary 
Wheelabrator  Technologies  provides  a  new  twist  on  an  older 
technology.  Wheelabrator  combusts  waste  to  create  electric- 
ity, a  process  popular  in  Europe  that  the  EPA  says  has  less 
environmental  impact  than  almost  any  other  source  of  electricity, 
and  is  in  increasing  demand  in  the  U.S.  and  Canada. 

Another  WM  subsidiary,  Upstream,  consults  with  customer 
companies  to  reduce  the  amount  of  waste  they  create  in  the 
first  place.  While  some  might  see  this  as  WM  cannibalizing 
its  own  business,  Brown  says  it's  an  important  part  of  the 
company's  service  for  corporate  customers. 

A  recent  project  with  Alcoa  illustrates  Upstream's  value.  In 


Alcoa's  manufacturing  process,  alumina  was  being  losti 
entering  the  waste  stream.  Upstream  helped  Alcoa  capturei 
alumina  and  transfer  it  back  into  the  manufacturing  proi 
which  reduced  its  overall  waste  and  saved  the  com 
money  by  keeping  a  valuable  resource  in  the  manufacti 
process  and  reducing  disposal  fees.  It's  a  perfect  examp 
WM's  overall  approach  to  business.  As  Brown  points  out, 
very  nature  of  what  we  do  makes  us  an  important  part  o 
customers'  sustainability  chains."  ■ 
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About  GLOBE:  Founded  in  1993,  the  GLOBE  Foundati(t 
is  an   international   consultancy  in  the   business  of  t 
environment.  GLOBE's  expertise  lies  in  project  managemei 
event  development,  and  management  and  consulting  in  t 
fields  of  environment  and  energy,  urban  development,  an 
corporate  responsibility.  GLOBE  is  North  America's  longfk 
operating  producer  of  environmental  business  events,  havime 
produced  the  GLOBE  series  since  1993.  For  up-to-ds'lever 
information  on  the  GLOBE  Foundation  and  cutting  ed  f  m 
information  on  the  business  of  environment,  visit  GLOBf 
information  portal  at  www.GLOBE-Net.ca;  (604)  775-73<^ 
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«elps  power  over 
one  wilhoa  homes. 


»  energry  costs  and  oil  dependence  on  the  rise,  the  need  for  renewable  power  is  greater 
iver.  That's  why  Waste  Management  is  using  the  resources  at  our  disposal  to  create  the  energy  equivalent  of  saving 
4  million  barrels  of  oil  per  year.  It's  a  powerful  idea  we're  proud  to  drive  forward. 


From  everyday  collection  to  environmental  protection, 
Think  Green^.  Think  Waste  Management. 
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iste  Management,  Inc. 


wiwwr.wm.com/thinkgreen       IMASTE  MAIMAGEMENT 
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iity  innovators 


Mark  Buckley,  VP  of 
Environmental  Affairs, 
Staples,  Inc. 


Staples:  Making  Sustainability  Easy 

When  Staples  opened 
for  business  22  years 
ago,  it  sold  recycled 
paper.  Today,  Staples 
sells  more  than  3,000 
eco-friendly  products 
ranging  from  recycled 
denim  folders  to 
corn  starch  packing 
peanuts.  The  company 
known  for  making  it 
easy  for  businesses  to  buy  office  products, 
has  taken  a  leadership  role  in  making  it 
easy  for  businesses  of  all  sizes  to  make  a 
difference  in  protecting  the  environment — 
appropriately  under  the  name  EcoEasy. 

"We  look  not  only  at  how  we  run  our  own 
business  but  how  we  can  help  our  customers 
run  their  businesses  more  sustainably," 
explains  Mark  Buckley,  VP  of  Environmental 
Affairs  for  Staples. 

For  example,  in  2007  Staples  became  the 
first  national  retailer  to  offer  in-store  tech 
recycling  every  day  for  small  businesses  and 
consumers.  In  addition,  medium-to-large- 
sized  business  customers  can  easily  order 
and  track  their  green  purchases  with  Staples 
to  achieve  their  own  sustainable  business 
goals.  Staples  was  also  the  first  to  offer 
contract  customers  the  industry's  first  online 
catalog  enabling  customers  to  reduce  the 
environmental  impacts  associated  with  the 
use  and  disposal  of  paper  catalogs. 

Staples  also  has  a  number  of  initiatives 
to  reduce  its  own  environmental  impact.  The 
company  currently  has  13  solar  installations 
across  the  country  and  plans  to  install  a 
fuel  cell  at  its  Ontario,  California  distribution 
center,  which  will  generate  100  percent  of 
the  building's  energy.  Staples  plans  to  reduce 
its  carbon  emissions  by  seven  percent  on  an 
absolute  basis  by  2010  through  renewable 
energy  investments.  Staples  is  undertaking 
all  these  initiatives  because 
they're  both  good  for 
the  environment  and 
good  for  business. 
www.staples.com/ecoeasy; 
(508)  253-5000 


QuantumSphere:  Advanced  Catalysts 
for  Today's  Clean  Energy  Needs 

QuantumSphere,  Inc.  (QSI)  is  a  leading  manufacturer 
of  advanced  catalytic  materials  and  a  developer 
of  high  perfomiance  electrode  devices  and  related 
technologies  for  multiple  clean-energy  and  electronics 
applications.  Backed  by  a  strong  intellectual  property 
portfolio.  QSI  products  can  lower  costs  and  enable 
breakthrough  perfonnance  in  such  multi-billion  dollar 
growth  markets  as  batteries,  fuel  cells,  and  hydrogen 
generation,  among  others.  Founded  in  2002  and 
headquartered  in  Santa  Ana,  CA,  QSI  is  driven  by 
a  mission  to  reduce  dependence  on  non-renewable 
energy  sources  through  continuous  innovation  and 
refinement  of  its  advanced  catalytic  matenals  and 
electrode  devices.  QSI  serves  industry  leading  customers 
with  its  patented,  automated,  highly  scalable,  and 
environmentally  friendly  manufacturing  processes. 
www.qsinano.com;  (714)  545-NANO  (6266) 
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Carton  Forum  America:  The  Essential  Event 
for  America's  Emerging  Cartwn  Mari<et 

A  U.S.-focused  version  of  Europe's  popular  Carbon 
Expo,  Cartjon  Fomm  America  (CFA)  debuts  Feb.  26-27, 
2008  in  San  Francisco.  The  event  is  jointly  organized 
by  the  International  Emissions  Trading  Association 
(lETA)  and  Koelnmesse,  Inc.  Different  from  other  events 
fxused  on  America's  hot  emerging  cartwn  martlet,  CFA 
combines  a  high-level  educational  conference  with 
a  trade  show  that  incorporates  exhibitors  from  a 
variety  of  different  industnes — energy  and  emissions 
traders,  law  firms,  the  top  five  carbon  exchanges, 
financial  intermediaries  such  as  IPMorgan  and 
Citigroup,  the  EPA,  project  developers,  service  providers, 
and  more.  "In  addition  to  offering  an  exciting  learning 
environment,  we  provide  a  platform  for  high-level 
interaction  in  a  senous  business  environment,"  explains 
Mette  Petersen,  President  of  Koelnmesse,  Inc.  Held  in 
California,  the  first  state  to  create  a  regulatory  martlet 
for  cart)on  emissions,  CFA  will  also  include  targeted 
seminars  on  the  state's  regulations  and  opportunities. 
Panel  speakers  will  include  Gov. 
Arnold  Schwarzenegger,  and 
Yvo  de  Boer  of  the  UNFCCC. 
www.cariDonforuma  merica.com; 
(773)  326-9925 
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Blue  Source:  Helping  Corporate 
America  Reduce  its  Carbon  Footpi 

Blue  Source  is  the  financial  and  operation 
answer  for  today's  corporations  looking  to 
reduce  their  carbon  exposure  or  greenhous 
gas  emissions.  They  have  helped  industrie 
across  the  U.S.  understand  and  engage  in 
carbon  economy. 

Working  with  companies  to  develop  pro 
that  reduce  greenhouse  gas  emissions,  Bl 
Source  has  created  North  America's  largeai 
portfolio  of  carbon  offsets.  Whether  their  ^ 
clients  are  creating  plans  for  carbon  capturi 
storage,  installing  methane  capture  equip* 
related  to  mining  operations  or  landfills,  oi 
purchasing  offsets  from  the  portfolio,  as  su|« 
or  buyers.  Blue  Source  is  helping  businesj* 
achieve  their  value  in  the  carbon  economy 


Blue  Source  Is  North  America's 

^    Leading  portfolio  of 
greenhouse  gas  (GHG) 
emission  reductions 

^    Leading  developer  of 
carbon  capture  and 
storage  (CCS)  systems 
and  metfiane  management  i 

*    First  and  largest  source 
of  project  investment 
capital  dedicated  to  CCS 
and  methane  management 


Blue  Source  is  the  answer  for  forward-i' 
thinking  businesses,  offering  multiple 
approaches  for  addressing  climate  change 
Because  the  solution  is  not  the  same  for 
company,  the  Blue  Source  portfolio  include 
broad  range  of  project  development  capal 
and  diverse  sources  of  offsets. 

Blue  Source  works  at  the  intersection  c 
climate  change  and  domestic  energy  polir 
In  partnership  with  First  Reserve  Corporal 
the  largest  private  equity  firm  in  the  dom 
energy  industry.  Blue  Source  has  committrf|i3l 
capital  of  $1  billion  to  invest  in  new  projf 
reduce  greenhouse  gas  emissions. 
www.ghgworks.com;  (801)  322-4750  fw 


Blue  SourK 

A  Leading  Climate  Change  POT' 
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Converting  Waste  to  Clean  Gas  and 
'aluable  Products  Without  Emissions 

icoEnergy  Group:  Waste 
version  to  Clean  Energy 

jecades  of  research  and  development, 
ners  can  now  tour  PlascoEnergy's 
ercial-scale  waste  conversion  demonstra- 
lant  in  Ottawa.  The  Fiasco  Conversion 
II  utilizes  16  patented  technologies  that 
5s  plasma  to  cleanly  and  efficiently 
t  waste  to  clean  energy.  The  enclosure 
esigned  by  renowned  Canadian  architect 
3S  Cardinal.  The  systems  are  aesthetically 
ng,  odorless  and  silent,  and  produce  zero 
!0ns  when  producing  clean  gas.  Easily 
3ted  within  neighborhoods,  the  systems 
i  transportation  distances  and  related 
ons.  When  used  to  fuel  internal  combus- 
igines,  gas  from  the  system  provides 
city  to  surrounding  neighbors,  typically 
it  relying  on  the  transmission  grid. 
scoEnergy  can  convert  any  kind  of  waste 
rgy,  and  CEO  Rod  Bryden  says  that 
id  scraps  the  PlascoEnergy  system  is 
ly  better  than  composting.  "It  removes 
om  the  environment,  like  composting, 
also  replaces  about  four  times  as  much 
city,"  Bryden  explains. 
scoEnergy  is  currently  in  discussions 
ities  in  the  U.S.,  Canada,  the  UK  and 
and  has  more  immediate  demand  for 
terns  than  it  will  be  able  to  deliver  in 
The  company's  new  manufacturing  plant, 
ional  by  Q2  2009,  will  assemble,  box, 
lip  systems,  greatly  reducing  installation 
nd  providing  maximum  quality  control. 
lascoenergygroup.com;  (613)  591-9438 
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Teknion  Takes  the  LEED 

When  Toronto-based  office  furniture  designer 
and  manufacturer  Teknion  decided  to  align  its 
products  with  the  U.S.  Green  Building  Council's 
LEED  certification  program  in  2002,  it  was  a 
strategic  and  risky  move,  according  to  Scott  Deugo, 
Senior  VP  of  Design,  Marketing  and  Sustain- 
able Development.  But  the  risk  has  paid  off  in 
more  ways  than  one.  The  initiative  began  with  the 
creation  of  an  internal  GreenWorks  team  devoted  to 
sustainability  and  to  certifying  all  manufacturing 
facilities  to  ISO  14001  specifications.  It  included 
offering  FSC-certified  wood  and  recycled  materials 
in  its  products,  and  certifying  all  major  products  to 
EcoLogo  and  Greenguard's  low-emission  standard. 
Teknion  has  earned  new,  loyal  customers,  benefited 
from  $4  million  in  cost  savings  and  earned  a 
2007  GLOBE  Award  for  Environmental  Excellence. 
"These  small,  but  significant 
environmental  shifts  have 
made  us  a  better  and  greener 
company,"  says  Deugo. 
www.teknion.com; 
(416)  661-3370 
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Leader/FairWeather:  Green  from  the  Start 

In  the  process  of  preparing  a  bid  to  be  a  supplier 
for  the  2010  Winter  Olympics  in  Vancouver,  Rick 
Flaherty  discovered  that  his  company.  Leader  Inter- 
national, was  a  green  business.  "We  started  doing 
a  full  breakdown  of  everything  in  all  of  our  products, 
and  found  that  all  of  our  products  are  made  with 
40-70  percent  recycled  materials,"  Flaherty  explains, 
adding  that  as  a  Seattle-area  company  for  26  years 
the  business  itself  is  run  sustainably  FairWeather 
Site  Furnishings,  a  Leader  division,  is  now  preparing 
documentation  for  all  of  its  products  to  help  architects 
who  are  guiding  building  projects  through  the  LEED 
certification  process.  FairWeather's  products  are 
installed  all  over  the  country— the  Clinton  Library,  the 
Department  of  Energy  headquarters,  and  many  U.S. 
cities  are  all  customers.  The  citi'  of  Bremerton,  WA 
has  become  somewhat  of  a  living  company  showroom 
with  dock  pedestals,  custom  park  furniture,  way- 
finding  signs,  and  LED  lighting  schemes  installed 
throughout  the  city's  waterfront  and  downtown. 
www.theleader.com;  (360)  895-1184 
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Eric  Hutchingame,  President 
Sea  to  Sky  Pollution  Solutions 

Blue  Skies  Ahead  for  "WiFE  on  Demand" 

Sea  to  Sky  Pollution  Solutions  was  founded  In 
2005  to  reduce  effluents  and  emissions  from  large 
marine  vessels  by  adopting  and  adapting  proven 
cost-effective  technologies.  In  two  short  years, 
Sea  to  Sky's  proprietary  on-demand  water  in  fuel 
emulsion  system,  "WIFE  on  Demand,"  has  traveled 
via  innovation  from  inspiration  to  installation.  This 
achievement  was  driven  by  the  company's  collabo- 
ration on  high-profile  projects  with  key  maritime 
stakeholders  such  as  the  Ports  of  L.A.  and  Long 
Beach,  MARAD,  U.S.  EPA,  California  Air  Resources 
Board,  multiple  Air  Districts,  the  University  of  Cali- 
fornia Riverside,  MAN  B&W  Diesel,  APL  Maritime 
and  Seaspan  Ship  Management. 

Sea  to  Sky  also  partnered  with  industry  leader 
Danica  Diesel  to  provide  critical  high-level  diesel 
engineering  expertise  to  develop  the  technology 
necessary  to  integrate  Its  WIFE  on  Demand  system 
with  the  massive  4-story,  3.5  million  ton  marine 
engines.  The  California  Air  Resources  Board  has 
verified  that  WIFE  reduces  NOx  and  particulate 
matter  in  engine  emissions  and  Sea  to  Sky  has 
overcome  WIFE'S  cost  barrier  with  its  proprietary 
on-demand  process  that  eliminates  the  need  to 
buy  a  pre-emulsified  WIFE. 

With  global  shipping  projected  to  triple  by 
2020,  Sea  to  Sky  is  working  to  ensure  that  the 
size  of  the  business  opportunity  is  not  limited  by 
the  speed  at  which  the  company  can  grow  by 
developing  key  strategic  partnerships  to  restrain 
costs,  while  fostering  the  rapid  but  controlled 
growth  needed  to  continue  ongoing  product  and 
market  development. 
www.wifeondemand.com;  (604)  925-8330 
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STRATEGIES 


EBay's  New 
Tough  Love  CEO 


John  Donahoe  will  concentrate  on  winning  back 
users,  even  at  investors'  expense 


By  Catherine  Holahan 
For  three  years,  as  the  stock  of  eBay  has 
shd,  Chief  Executive  Meg  Whitman 
has  asked  investors  for  patience.  On 
Jan.  23,  when  the  online  auction  site 
announced  that  John  Donahoe  would 
take  over  the  top  job,  he  had  a  clear 
message  for  investors:  2008  isn't  going 
to  be  your  year,  either. 

Managing  eBay  is  one  of  the  tough- 
est jobs  in  the  tech  industry.  The 
CEO  at  the  online  auction  site  has 
the  daunting  responsibility  of  trying 
to  keep  happy  three  vocal,  and  often 
opposing,  factions:  eBay's  investors, 
shoppers,  and  sellers.  While  Whit  - 
man  did  a  stellar  job  of  balancing  the 
conflicting  interests  for  years,  she 


struggled  more  recently  to  keep  any 
of  the  groups  satisfied.  Buyers  and 
sellers  are  trying  out  rival  Web  sites, 
and  investors'  ire  has  grown  as  the 
company's  shares  have  lost  half  their 
value  over  the  past  three  years.  "The 
market  is  saying  that  they  are  in  real 
big  trouble,"  says  analyst  Tim  Boyd  of 
American  Technology  Research. 

Donahoe  made  it  clear  his  lirst  pri- 
ority as  CEO  will  be  revitalizing  eBay's 
core  business,  even  at  the  expense  of 
investors.  He  plans  to  shce  some  of 
the  fees  that  eBay  charges  sellers  on 
the  site  to  draw  in  more  users  and  to 
persuade  them  to  offer  a  greater  array 
of  products.  He's  also  planning  major 
investments  in  technology,  including 


M 


ways  that  will  make  it  easier  for  buy\'  »i 
to  browse  and  find  goods.  "We  needi. 
aggressively  change  our  product,  op  i 
customer  approach,  and  our  businee  liii 
model,"  Donahoe  said  in  his  first  cod 
ference  call  as  CEO  designate. 

The  strategy  will  put  a  damper  om 
eBay's  financial  results,  at  least  for 
the  short  term.  The  company  says  iti 
expects  revenues  of  $2  bilhon  to  $2.<  | 
billion  for  the  first  quarter,  below  tht 
$2.1  bilhon  to  $2.2  billion  that  analy  v. 
had  expected.  After  the  financials 
were  released  on  Jan.  23,  eBay's  stoc 
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EBay:  The 
Whitman  Years 

Meg  Wliitman  joined 
eBay  in  March,  1998, 
and  took  the  auction 
site  from  a  tiny  online 
flea  market  to  a 
global  e-commerce 
engine.  But  its  shares 
have  tumbled  in 
recent  years. 


Sept.  24, 1998  EBay 

holds  its  initial  public 
offering,  selling  shares  at  a 
split-adjusted  750. 


Oct.  3,  2002  It  completes 
the  acquisition  ofonline 
payment  service  PayPal 
for  $1.5  billion. 


Dec.  27,  2004  Its 

stock  reaches  an  <■ 
time  high  of  $59.2 
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ped  6%  in  post-market  trading, 
gup  almost  all  of  the  day's  gains, 
nahoe  may  have  no  choice  but  to 
e  investors  as  he  focuses  on  the 
-term  health  of  the  company.  EBay 
•ted  soHd  results  for  the  fourth 
:er,  with  net  income  rising  53%,  to 
million,  while  revenues  increased 
to  $2.2  bilhon.  But  much  of 
growth  came  from  its  newer  and 
ler  businesses,  particularly  the 
al  online  payment  operation  and 
iternet  calling  service  Skype. 
e  core  auction  and  retail  busi- 


nesses, which  account  for  the  major- 
ity of  revenue,  are  showing  signs  of 
weakness.  The  number  of  active  users 
has  been  flat  for  three  quarters,  at  83 
million.  The  number  of  new  products 
listed  on  the  site  has  inched  up  only 
4%  from  a  year  ago.  And  the  number  of 
stores  selling  goods  at  fixed  prices  on 
eBay  has  actually  declined  from  a  year 
earlier,  to  532,000. 

Some  sellers  have  discovered  it's 
often  easier  and  more  efficient  to 
sell  their  wares  on  rival  sites  such  as 
Amazon.com.  Amazon's  investments 


14,  2005  EBay 

iletes  a  $2.5  billion 
sition  of  Skype. 


Oct.  1 ,  2007  The  company 
says  it  will  take  a  $1 .43 
billion  writedown  for  the 
Skype  acquisition. 


Jan.  23,  2008  Dunng  the 
fourth-quarter  earnings  call, 
Whitman  announces  plans 
to  retire. 


in  technology  have  made  it  easier  for 
buyers  to  find  what  they  want  from 
sellers.  There's  also  more  of  a  sense 
of  trust  among  its  users  because 
Amazon  stands  behind  most  third- 
party  transactions.  On  eBay,  it  can  be 
extremely  difficult  to  get  your  money 
back  if  you're  burned  by  a  seller  or 
buyer.  "Sellers  are  growing  like  crazy 
over  [at  Amazon],"  says  Scott  Wingo, 
CEO  of  ChannelAdvisor,  which  helps 
sellers  manage  their  merchandise  on 
eBay,  Amazon,  and  other  e- commerce 
channels. 

Whitman's  focus  on  expansion  and 
profits  pushed  eBay's  stock  to  its  earlier 
heights.  During  her  10  years  at  the 
helm,  she  transformed  the  San  Jose- 
based  company  from  a  simple  auction 
site  into  a  global  e- commerce  giant  by 
pushing  into  foreign  markets  and  high- 
growth  businesses  related  to  shopping. 

But  expansion  and  diversification 
have  their  limits.  As  Whitman  looked 
for  new  opportunities,  rival  Web  sites, 
particularly  Amazon,  made  inroads 
into  the  core  e-commerce  business. 
"Competition  has  eroded  much  of  the 
advantage  that  eBay  once  had,"  says 
Derek  Brown,  a  research  analyst  at 
Cantor  Fitzgerald  &  Co. 

Whitman  has  made  some  of  the 
investments  that  sellers  and  buyers 
want.  Late  last  year,  eBay  began  rolling 
out  new  search  technology  in  certain 
categories  that  enables  shoppers  to 
look  for  specific  items  based  on  rel- 
evancy and  to  narrow  their  results  by 
color,  brand,  size,  and  other  features. 
The  site  also  launched  a  new  photo - 
focused  service  that  allows  users  es- 
sentially to  window  shop  for  things, 
rather  than  read  through  long  descrip  - 
tions  beside  small  thumbnail  images. 

Donahoe  will  certainly  benefit  from 
those  investments.  But  he  will  have  to 
build  on  them  to  bring  the  old  vibrancy 
back  to  eBay's  marketplace.  EBay  plans 
to  announce  additional  steps  in  coming 
weeks,  including  a  loyalty  program  for 
sellers.  In  addition,  Donahoe  says  eBay 
will  come  down  hard  on  fraudulent 
sellers  and  offer  buyers  more  protec- 
tion. "We  are  going  to  get  very  ag- 
gressive about  making  eBay  easier  and 
safer  to  use,"  he  says.  "While  we  have 
made  strides  in  these  areas,  we  need  to 
do  much  more."  IBWI 
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RETAILING 


The  Scramble 
For  Gift-Card  Cash 

Who  gets  it  when  it  goes  unclaimed?  States  and 
retailers  are  duking  it  out 


By  Nanette  Byrnes 

Quick,  how  many  gift  cards  were  in 
your  Christmas  stocking,  and  how 
many  will  you  actually  get  around  to 
spending?  Needham  (Mass.) -based 
researcher  TowerGroup  estimates  that 
of  the  $97  bilhon  worth  of  plastic  cards 
purchased  in  2007,  nearly  $8  billion 
has  gone  unused,  although  no  one  has 
an  exact  count. 

Just  what  happens  to  that  pile  of 
cash  has  become  a  matter  of  some 


controversy.  A  lot  of  states  —  roughly 
half—  claim  that  at  least  part  of  the 
unspent  balances  should  go  to  them 
under  their  unclaimed-property  laws. 
Other  states  let  that  excess  dribble 
back  onto  retailers'  income  statements 
under  varying  conditions.  Naturally, 
stores  issuing  the  cards  are  scram- 
bling to  ensure  the  most  advantageous 
accounting. 

Half  the  cards  snapped  up  by  shop- 
pers last  year  were  bought  in  Novem- 


ber and  December,  and  most  will  b{i 
redeemed  by  the  end  of  January.  Th ' 
alone  will  give  retailers,  who  had  a  \\ 
dismal  holiday  season,  a  boost,  sino' 
they  can't  claim  revenue  from  selliii 
card  until  the  customer  uses  it  to  mi 
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chase .  Until  then ,  the  card  bal  - 

generally  appears  on  the  corpo- 

)alance  sheet  as  a  Hability  since, 

imably,  at  some  point  a  customer 

rade  it  for  merchandise. 

i  what  happens  to  the  cash  on 

ose  gift  cards  that 

lisplaced,  ignored,  or 

partly  spent  that's  at 

eart  of  the  debate.  For 

idual  retailers,  unspent 

ices  can  range  anywhere 

2%  to  more  than  10%  of 

ft-card  sales,  according 

counting  and  consulting 

Deloitte&Touche. 

do  gets  to  keep  that 

^y  depends  on  where  the 

ler  locates  its  card  divi- 

Some  states,  including 

A^are  and  New  York, 

md  unspent  balances  be 

to  them  after  periods  ranging  from 

o  five  years.  (If  the  card  is  used 

that  point,  the  retailer  generally 

irs  it  but  can  apply  to  the  state 

reimbursement.)  Other  states, 

.ding  Florida  and  Virginia,  allow 


retailers  lo  hang  on  to  the  money.  In 
those  cases,  after  periods  ranging  from 
18  months  to  seven  years,  the  retailer 
can  move  the  money  from  the  balance 
sheet  directly  into  operating  income. 
Investors  who  want  to  know  how 
much  of  a  retailer's  profit 
comes  from  moving  the 
merchandise  and  how 
much  from  simply  pocket  - 
ing  unspent  card  balances 
face  a  challenge,  since 
few  retailers  disclose  any 
details  about  gift -card 
income.  Still,  it  clearly 
can  add  up.  In  the  past 
two  years,  electronics 
retailer  Best  Buy,  which 
currently  has  $471  million 
in  unspent  balances  on  its 
books  and  issues  its  cards 
from  Virginia,  added  $135 
million  in  unspent  gift  cash  to  its  total 
operating  income  of  $3.6  billion.  And 
teen  chain  store  Hot  Topic  fed  more 
than  $3  million  into  profits  in  a  single 
quarter  when  unspent  cards  account- 
ed for  22%  of  its  $13.9  million  in  2005 


fourth -quarter  operating  profits. 

But  for  a  retailer,  just  setting  up  a 
card  operation  in  a  state  such  as  Vir- 
ginia that  doesn't  attempt  to  collect 
unspent  balances  isn't  always  enough. 
Other  states  with  different  policies 
will  claim  a  portion,  based  on  how 
much  value  remains  on  cards  held  by 
their  residents,  unless  retailers  can 
show  that  they  don't  know  who  holds 
the  cards. 

New  York,  for  example,  is  trying  to 
haul  in  as  many  unspent  dollars  as  it 
can.  In  the  past  three  years  it's  brought 
in  $19  million  in  unspent  balances,  and 
State  Comptroller  Thomas  P.  DiNapoli 
has  had  talks  with  other  states  about 
trying  to  push  for  a  uniform  federal 
solution. 

The  problem  of  unspent  card  bal- 
ances could  be  solved  another  way. 
In  Japan,  card  balances  are  stored  in 
cell  phones  rather  than  on  plastic, 
which  makes  them  much  more  acces- 
sible. Should  that  technology  come  to 
the  U.S.,  it  could  sharply  reduce  the 
number  of  cards  that  are  simply  lost  or 
forgotten.  1 BW 1 
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ELECTION  2008 


Cable's  Crucial  New 
Role  in  Campaigns 

Cash- strained  candidates  are  using  targeted 
regional  TV  spots  to  zero  in  on  likely  supporters 


By  Tom  Lowry 

In  2008  the  Presidential  candidates  are 
expected  to  spend  a  record  $800  mil- 
lion-plus on  TV  ads.  As  always,  most 
of  that  will  go  to  broadcast  stations. 
But  this  year  the  campaigns— Demo- 
crat and  Repubhcan  alike  —  say  they  are 
buying  more  airtime  on  cable  channels 
than  ever.  During  the  Iowa  caucuses 
and  New  Hampshire  primary,  the 
industry  says  the  campaigns  spent 
$10  miUion  for  cable  ads  — about  seven 
times  what  they  shelled  out  in  those 
states  in  2004. 

Why  the  sudden  attraction?  Cam- 
paign media  buyers  say  cable's  niche 
channels  enable  them  to  match  up 
voting  and  viewership  data  and  more 
directly  target  potential  supporters. 
Want  to  reach  loyal  RepubUcans  over 
35  ?  Chances  are  they're  watching 
Fox  News  a  couple  of  times  a  week, 
data  show.  A  gung  -  ho  Democrat  ? 
Put  your  ad  on  CNN.  The  undecided 
independent?  Get  a  spot  up  on  the 
Golf  Channel.  "Cable  has  made  a  real 
effort  this  election  to  reach  out  to  us," 
says  Bobby  Kahn,  a  media  buyer  for 
Senator  John  Edwards'  campaign.  "We 
like  cable  because  it  allows  us  to  target 
geographically." 

Tired  of  laboring  in  the  shadows  of 
the  broadcast  guys,  the  cable  industry 
is  going  after  campaign  ad  dollars  with 
a  vengeance.  "This  has  been  a  ground 
war  for  us,"  says 
Andrew  Capone, 
who  is  spear- 
heading the  effort 
to  woo  candidates 
for  National 
Cable  Commu- 


nications, the  industry- owned  ad  sales 
firm.  Knowing  the  cash -strained  cam- 
paigns are  eager  to  make  the  most  effi- 
cient ad  buys  possible,  Capone  reminds 
media  buyers  that  their  candidate's 
message  can  be  lost  on  half  the  people 
watching  a  general -interest  broadcast 
channel.  Far  better,  he  argues,  to  target 
voters  who  matter.  The  cable  guys 
also  like  to  sell  the  notion  that  some 
of  their  shows  repeat  several  times  a 
week— meaning  a  candidate  gets  more 
than  one  shot  at  a  demographic. 
The  industry's  argument  is  starting 


Nielsen  data,  supplied  by  cable  salespeople, 
helped  the  Obama  camp  pinpomt  the  Iowa 
TV  chahnels  likely  to  reach  African  Americans 


to  resonate.  When  Senator  John  Mc 
Cain's  (R-Ariz.)  campaign  wanted  t 
reach  male  voters  in  New  Hampshir 
it  placed  an  ad  showing  Boston  Red 
Sox  pitcher  Curt  Schilling  endorsini 
him  on  ESPN  and  New  England  Spo 
Network.  Taking  advantage  of  cable 
amalgam  of  separate  systems,  the  a 
paign  ran  the  ad  only  in  New  Hamp- 
shire rather  than  all  of  New  Englanc 

POLITICS  ON  DEMAND 

People  close  to  Senator  Barack 
Obama 's  (D -111.)  campaign  say  that 
when  he  wanted  to  get  his  message 
out  to  African  American  voti 
in  Iowa,  the  cable  folks  — 
using  Nielsen  viewership  nu 
bers — helped  him  identify  Ic 
blacks'  favorite  cable  channf 
among  them  CNN  and  MTV 
Using  historical  voting  data,. 
Obama  campaign  bought  ta: 
geted  ads  on  those  channels 
the  regions  where  many  Afri 
American  voters  live .  Obam; 
campaign  did  not  return  phc 
calls.  (Mindful  of  privacy 
concerns,  cable  operators  sai 
they  don't  share  individual 
subscriber  information  with 
campaigns— only  demograp 
data  from  the  likes  of  Nielse 
The  cable  business  is  also 
-i       pitching  campaigns  a  new 
I         gimmick  called  Elections '  o{ ' 
On  Demand.  Candidates  will  \i 
able  to  air  longer  ads  (2  to  30  minutclj 
apiece)  that  viewers  can  choose  like  i  b 
other  free  video  -  on  -  demand  offerii  i 
"We  see  this  as  an  important  way  to:(  II 
get  out  a  deeper  message,"  says  NCd 
Capone.  It  may  be  a  stretch  to  thinkij  il 
viewers  will  want  to  watch  long  poll 
cal  ads,  though.  And  those  who  do, : 
media  buyers,  are  probably  already  \ 
committed  to  a  candidate. 

Still,  the  industry  is  on  a  roll.  Loci|Pas 
cable  ads  could  account  for  20%  of 
TV  political  ads  this  year-  more  th; 
double  that  of  2004,  estimates  Evai 
Tracey  of  Campaign  Media  Analy- 
sis Group,  which  tracks  pohtical  ad 
trends.  How  well  cable  does  in  this 
election  depends  on  how  the  camp; 
unfolds.  "If  it  comes  down  to  seven 
key  states,"  says  Tracey,  "cable,  beii  |t|| 
regional,  has  tremendous  upside." 
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WHAT'S  NEXT 


GENERATION 

Protein  That  Makes 
lir  Do  the  Wave 


jv  research  on  bald  mice  may  bring 
jntists  closer  to  two  long  -  sought  cos- 
metic and  medical  goals:  regrowing 
hair  and  regenerating  damaged 
organs.  Hair  follicles 
go  through  cycles  of  growth, 
followed  by  periods  of  dormancy. 
In  male -pattern  baldness,  the 
dormant  periods  often  get  lon- 
ger. A  team  at  the  University  of 
Southern  Cahfornia  discov- 
ered a  protein  in  the  skin  that 
regulates  production  of 
stem  cells,  triggering  ^ 

the  active  growth  of 
folHcles  and  hair. 

Until  now  the  conven- 
tional wisdom  was  that  each 


hair  folHcle  operated  independently. 

But  the  use  research,  published  in 
the  Jan.  17  issue  ot  Nature, 
suggests  that  the  protein, 
called  Bmp,  chemically  induces  groups 
of  follicles  to  grow  in  unison.  The  result: 
Patches  of  new  hair  spread  in  waves 
across  the  naked  skin. 

It's  not  such  a  huge  leap  from  hair 
regrowth  to  organ  repair.  Taking  what 
they've  learned  from  the  mice,  scientists 
may  be  able  to  develop  chemical  signals 
that  prod  stem  cells  to  become  other 
types  of  tissues. 

-Arlene  Weintraub 


The  Bmp  protein, 
found  in  sl<ln, 
regulates  the 
production  of 
stem  cells 


DRUGS 


iiccing  a  Virus  on 
e  Deadliest  Cancers 

:  all  viruses  are  bad.  In  fact,  a  benign 

;  called  a  reovirus  that  is  carried  in 

;er  supplies  and  found  in 

intestines  of  most 

.It  humans  appears 

16  lethal  to  cancer 

s.  This  insight 

prompted  a 

ladian  biotech 

ipany  to 

the  virus  as 

basis  of  an 

erimental 

cer  drug. 

latt  Coffey,  a 

sntist  at  the  Uni- 

sityof  Calgary,  and 

ers  discovered 

.  . ,  .        ,  Colored  electron 

t  the  reovirus  has  . 

micrograph 

ifhnity  for  certain  of  ovarian 

d-to -kill  tumor  cancer  cells 


cells.  When  it  enters  such  a  host  cell,  it 
produces  thousands  of  copies  of  itself, 
causing  the  host  to  burst  and  release  a 
swarm  of  viral  particles  that  go  on  to 
infect  other  cancer  cells. 

Oncolytics  Biotech,  where  Coffey  is 
now  chief  scientific  officer,  has  tin- 
kered with  the  structure  of 
the  reovirus  to  create  a 
drug  candidate  called 
Reolysin.  Encour- 
aged by  promising 
animal  trials,  the 
National  Cancer 
Institute  in 
Bethesda,  Md., 
is  about  to  start 
testing  Reolysin 
in  human  patients 
with  ovarian  cancer, 
the  fifth-leading 
cause  of  cancer  death  for 
women.  Oncolytics  says  it's 
also  testing  the  drug  in  Britain  against 
bladder,  prostate,  lung,  and  gastrointes- 
tinal cancers.         -  Catherine  Arnst 


AIR  QUALITY 


Nano-Pollutants 
Pose  Big  Problems 
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[haust  up  close: 
Damaging  health  in 
unforeseen  ways 


"  Out  of  sight ,  out  of  mind  " 
more  or  less  describes  how 
scientists  once 
regarded  the  nano- 
sized  particles  that 
pour  out  of  car  tail- 
P'      pipes  and  billow  from 
forest  fires.  Measured  in 
billionths  of  a  meter,  they're 
so  small  that  lab  gear  couldn't 
detect  their  effects.  Few  air 
filters  can  even  capture  them, 
so  it's  no  surprise  today's 
air-pollution  rules  don't 
address  them. 

Now,  using  new  diagnostic 
methods  described  in  the 
online  version  of  Circula- 
tion Research,  a  team  led  by 
University  of  California  at 
Los  Angeles  researchers  has 
shown  that  these  superfine 
nano  particles  cause  serious 
health  problems,  doing 
damage  in  the  liver,  the  lungs, 
and  other  organs.  They  can 
even  deactivate  "good" 
cholesterol,  leading  to  plaque 
buildup  in  blood  vessels  and 
perhaps  raising  the  odds  of 
a  heart  attack,  says  Jesus 
Araujo,  UCLA's  director  of 
environmental  cardiology. 
The  study  may  spur  calls  for 
stricter  air -quality  rules  and 
fan  ongoing  concerns  about 
all  kinds  of  nano -pollutants. 
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MARKETING 


He  Works  Hard 
For  the  Money 

In  China,  Camry  salesman  Lin  Baojia  nets  $14  for 
every  car  he  moves— if  the  buyer  loads  up  on  extras 


By  David  Rocks  and  Ian  Rowley 

In  a  country  where  auto  sales  have 
been  growing  at  20%  to  30%  annually, 
moving  the  metal  should  be  a  breeze , 
right?  Before  you  answer,  check  in 
with  Lin  Baojia.  The  41-year-old  is 
among  Toyota's  top  salesmen  in  China, 
unloading  about  60  Camry  sedans  a 
month,  but  it's  not  exactly  easy.  "If 
there's  anything  wrong  with  the  car, 
customers  can  call  me  on  my  cell  phone 
at  any  time,"  says  Lin,  who  sports  a 


Toyota-issue  uniform  of  a  dark-brown 
suit  with  a  yellow  smiley- face  button 
on  the  lapel.  "When  someone  calls  in 
the  middle  of  the  night ,  it 's  usually  a 
big  emergency,  so  I'll  do  everything  I 
can  to  get  out  to  be  with  him." 

It's  all  part  of  Toyota's  strategy  of 
building  sales  in  status -conscious 
China  by  coddhng  customers.  Unlike  in 
the  U.S.,  where  the  Camry  is  as  middle 
class  as  you  can  get,  Toyota  positions 
the  car  at  China's  high  end.  The  sedans, 


P^yi^YBOOK     I    How  Toyota  Is  building  sales  In  China 


COSSET 

THE  CUSTOMER 

Salespeople  cater  to 
buyers'  whims  long 
after  the  car  leaves  the 
lot— even  taking  mid- 
night calls  at  home— in 
hopes  of  winning 
more  business  from 
customers'  friends. 


TAP  TECHNOLOGY 

Toyota  uses  soft- 
ware that  creates  a 
database  with  each 
customer's  name 
and  details,  allowing 
follow-up  calls  to 
prospective  buyers 
and  better  oversight 
of  aftersales  service. 


BE  TRANSPARENT 

The  repair  shop 
has  large  windows 
so  customers  can 
see  that  mechanics 
are  doing  the  work 
promised— important 
in  a  country  where 
use  of  knockoff  parts 
is  rampant. 


CREATE  A  RITUAL 

When  a  buyer  arrives 
to  pick  up  a  new  car, 
Toyota  wraps  it  in  a 
red  ribbon  and  holds 
a  small  ceremony  in  a 
room  with  a  wall-size 
mirror  so  the  driver 
can  see  himself  be- 
hind the  wheel. 


DON'T  LAY  IT  ONI 
TOO  THICK 

Salespeople  are 
instructed  to  fawn  j  | 
over  customers  bimi'ts 
avoid  being  so        tier 
obsequious  that      tm 
buyers  will  think  tht 
don't  know  much      ' 
about  the  cars.         ^^ 
■'lenii 
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TheCustomerCoUective 

I   An  Online  Community  for  Sales  and  Marketing  Executives 

Work  the  room... 
without  leaving  your  chair 

Join  the  new  online  network  for  sales  and  marketing  executiVNlm 
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Lin  with  a  giant 
bow  that  new 
Camrys  sport 
when  presented 
to  buyers 

;tically  a  bit  different  from  the 
ican  Camry  but  essentially  the 
vehicle,  range  from  $27,000 
,  o  o  o — big  money  in  a  country 
1  you  can  get  a  decent  car  for  a  bit 
4,000.  That  means  buyers  are 
y  big  shots  used  to  getting  what 
/ant,  when  they  want  it. 
ota  tailors  its  operation  to  make 
Tiers  feel  they're  the  most  impor- 
eople  on  earth.  When  prospec  - 
iyers  (80%  are  male)  arrive  at 
lalership  where  Lin  works  in  the 
em  city  of  Guangzhou,  they're 


checked  in  at  the  gate.  Then  they're 
ushered  into  the  showroom  and 
greeted  by  name.  Contact  details  are 
immediately  entered  into  a  database  so 
the  sales  staff  can  call  back  in  a  day  or 
two  to  encourage  them  to  buy.  There's 
a  white  baby- grand  player  piano  tap- 
ping out  gentle  melodies.  The  service 
area  features  leather  sofas,  Internet 
access,  free  coffee,  and  snacks.  Win- 
dows overlooking  the  service  bay  give 
the  place  a  feeling  of  transparency  in  a 
country  that's  usually  anything  but. 

"OPEN  ARMS" 

The  operation  sells  Camrys  made 
at  Toyota's  joint-venture  factory  in 
Guangzhou,  plus  a  handful  of  other 
models  imported  from  Japan.  The 
dealership  is  hght  and  airy,  with  high 
ceihngs  and  a  design  intended  to 
"resemble  open  arms,"  says  Tetsuya 
Ezumi,  sales  chief  of  Guangzhou 
Toyota  Motor,  the  manufacturing 
operation.  The  Guangzhou  venture 
has  roughly  140  dealerships  in  China 
today  and  expects  to  hit  350  by  2010 
(another  Toyota  joint  venture  has  a 
separate  roster  of  nearly  300  dealers, 
and  Lexus  has  31).  All  told,  Toyota  sold 
roughly  500,000  cars  in  China  last 
year  and  expects  to  move  1  million  an- 
nually by  2010. 

Lin  and  his  colleagues  are  happy  to 
answer  any  questions  about  the  cars, 
but  they  avoid  pouring  on  the  pressure. 
"If  I  look  desperate  to  sell  today,  people 
will  think  something  is  wrong  with 
the  car,"  Lin  says.  Once  a  customer 
has  decided  to  buy— prices  are  fixed, 
haggling  is  prohibited— most  pay  in 
cash  at  what  looks  like  a  bank  teller's 
window.  When  it's  time  to  pick  up  the 


new  car,  it's  wrapped  in  a  giant  red  rib- 
bon and  delivered  in  a  small  ceremony 
with  family  and  friends.  There's  a 
special  room  that's  enclosed  in  glass 
and  sports  a  mirrored  wall  on  one  side 
because  "buyers  like  to  see  themselves 
behind  the  wheel,"  says  Ezumi. 

Toyota's  sales  staffers  have  learned 
to  cater  to  customers'  whims  big-time, 
and  few  do  it  better  than  Lin.  In  one 
case,  a  recently  purchased  car  devel- 
oped a  short  circuit  in  a  downpour 
late  at  night  and  wouldn't  start.  Lin 
arranged  to  have  the  car  towed  to  the 
dealership  to  get  it  fixed,  then  sent 
the  owner  on  his  way  at  about  2:30 
a.m. —with  two  cases  of  mandarin 
oranges  in  case  he  got  hungry.  Other 
times,  he  has  picked  up  drivers  who 
called  him  after  drinking  too  much.  He 
says  he  hops  out  of  bed  to  give  them 
a  Uft  home  in  the  wee  hours.  "Behind 
each  customer  stands  a  brother,  a  fa- 
ther, an  uncle,  a  friend,"  Lin  says,  "and 
he'll  recommend  that  others  he  knows 
come  to  me  to  buy  a  car.  Good  service 
is  an  investment." 

All  this  for  a  commission  of  $14  per 
car.  And  that 's  if  Lin  can  sell  the  cus  - 
tomer  on  insurance  and  extras  such  as 
GPS  navigation  or  a  radar  system  that 
warns  the  driver  when  he's  about  to  hit 
something  while  backing  up.  Lin  man- 
ages the  full  commission  90%  of  the 
time,  but  when  he  doesn't,  it  sinks  to 
$7.  After  factoring  in  his  base  salary  of 
some  $140  monthly,  Lin  earns  enough 
to  own  a  car— but  not  a  Camry.  Instead, 
Lin  has  a  Mitsubishi— and  isn't  shy 
about  saying  so.  "The  challenge  is  to 
be  a  level  below  the  customer,"  he  says. 
"Since  I'm  only  a  salesman,  I  shouldn't 
drive  the  same  car  as  you."  1 BW 1 
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Customer  experience  is  increasingly  shaped  by  technology  and  user-controlled  media. 
(ou  already  behind?  Be  the  center  of  today's  conversation  at  The  Customer  Collective. 
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The  Case  Against 
Case  Studies 

How  Columbia's  B-school  is  teaching  MBAs 
to  make  decisions  based  on  incomplete  data 


By  Geoff  Gloeckler 

Shortly  after  R.  Glenn  Hubbard  took 
over  as  dean  of  Columbia  Business 
School  in  2004,  he  began  hearing  rum- 
blings from  executives  about  the  quality 
of  MBA  graduates.  They  were  undoubt  - 
edly  smart  but  often  unprepared  to 
handle  the  most  crucial  of  managerial 
responsibilities:  quickly  solving  prob- 
lems with  less  than  perfect  information. 
Among  those  wanting  more  from  new 
hires  is  Henry  Kravis,  co-founder  of 
the  private  equity  firm  Kohlberg  Kravis 
Roberts.  "I  want  to  see  MBAs  who  can 
jump  in  and  make  decisions,  not  jump 
in  and  learn  to  make  decisions,"  he  says. 

Hubbard  made  his  own  executive 
decision.  He  devised  a  new  twist  on 
the  case  study— the  teaching  format 
invented  by  Harvard  Business  School 
almost  a  century  ago  and  used  by  most 
B-schools.  Hubbard's  so-called  deci- 
sion brief  offers  less  information  about 


a  situation  than  the  case  study,  and  it 
doesn't  present  the  solution  until  stu- 
dents have  grappled  with  the  issues  on 
their  own.  "We  want  our  students  to  be 
used  to  deahng  with  incomplete  data," 
Hubbard  says.  "They  should  be  able  to 
make  decisions  out  of  uncertainty." 

Even  Michael  J.  Roberts,  the  execu- 
tive director  of  the  Arthur  Rock  Center 
for  Entrepreneurship  at  Harvard  and 
author  of  more  than  100  HBS  case  stud- 
ies, acknowledges  the  potential  benefits 
of  Hubbard's  approach,  wtiich  was 
introduced  to  Columbia  students  last 
fall.  "Framing  problems  and  finding  the 
data  to  analyze  those  problems  is  a  skill 
that  MBAs  need  and  that  the  classic 
case  doesn't  fully  exploit,"  Roberts  says. 
Hubbard  expects  such  endorsements, 
as  well  as  those  of  companies,  will  en- 
courage other  business  schools  to  make 
room  one  day  for  Columbia's  decision 
briefs  in  their  curriculums.  Hubbard, 


ill 


at  least  initially,  doesn't  plan  to  sell 
decision  briefs  but  to  use  them  to  ta4Sf 
into  faculty  research. 

Hubbard  isn't  giving  up  on  the 
traditional  case  study  altogether.  A 
part  of  an  initiative  called  Case  Won  & 
Columbia  will  produce  cases  desig?  :l( 
to  reflect  contemporary  issues  (whr^  ra 
other  schools  do  already),  while  al$l!  rta 
creating  decision  briefs  that  do  awAl  eii 
with  the  Harvard  formula  (which  rm  it 
one  else  has  done).  To  help  guide  th!  iii| 
program,  Hubbard  has  turned  to  tv 
people  familiar  with  the  deficits  ofifct 
the  old  methods:  Stephen  P.  Zeldes 
who  has  been  at  Columbia  for  mor>r  ra 
than  a  decade  and  is  now  chairman)  icr 
the  economics  department  at  the  I '  it 
school,  and  former  Harvard  case  wvi  a 
Elizabeth  Gordon.  f'ti 

TOO  MUCH  INFORMATION 

The  stock  case  study  presents  a  tid}.^ 
narrative  arc,  with  a  protagonist  anifH 
clear  story  line.  One  of  the  more  wii 
used  HBS  cases  focuses  on  Intel's 
former  marketing  vice-president, 
Pamela  PoUace,  as  she  decides  whei 
Intel  should  extend  the  "Intel  Insidi. 
branding  campaign  to  products  oth, 
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iSc 
than  computers.  In  24  pages,  studenjirt 

are  provided  with  information  on  Ii 
and  the  history  of  microprocessors; '  y 
well  as  details  about  market  share  a 
segmentation.  Pollace's  major  con- 
cern, they  learn,  is  brand  dilution;  t 
potential  reward  is  likely  worth  the 
In  effect,  the  students  are  guided  al 
the  decision -making  process. 
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WHAT'S  NEXT 


lis  case  were  a  Columbia  decision 
students  might  see  a  video  in  - 
w  in  which  Pollace  describes  the 
snge.  They  would  also  be  given  a 
ocuments  on  the  background  of 
impaign  itself —the  same  data  a 
ger  at  the  company  would  have, 
D  more.  Then,  students  would 
ss  possible  solutions.  Afterward, 
oup  would  see  a  second  video  of 
;e  explaining  how  she  handled  the 
before  debating  whether  or  not 
,ade  the  right  decision, 
far,  Columbia  has  produced  six 
that  take  on  of- the -moment 
ess  challenges :  Among  them  is 
lat  focuses  on  General  Electric 's 
ess  -  process  -  outsourcing  division 
ia.  Given  increased  competi- 
:he  company  needed  to  consider 
;er  investment,  as  well  as  the 
Dility  of  serving  non-GEcustom- 
/^ith  just  a  little  more  information 
hat,  students  are  asked  to  come 
th  various  strategies.  "The  idea  is 
to  simulate  what  it  will  be  like  in  a 
'orkplace,"  says  Gordon.  "There  is 
tainty,  things  aren't  predigested, 
;  information  won't  be  there." 
I  first  field  test  for  the  new 
ing  technique  will  be  this  sum- 
vhen  the  MBAs  head  out  to  their 
iships.  At  Goldman  Sachs,  which 
more  Columbia  interns  than  any 
company,  the  co-head  of  cam- 
!cruiting,  Janet  Raiffa,  hopes  to 
mter  students  who  are  more  inde- 
mt  thinkers.  As  for  Kravis,  his  firm 
I't  employ  summer  interns,  i  BW  i 
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-School  Skills 

'f  Executive  magazine  ("Fixing 
■lawed  MBA,"  July/August, 
7)  says  MBAs  have  a  sense 
ititlement  and  weak  practical 
.  Schools  are  responding, 
ford  and  Yale  have  overhauled 
curriculums,  others  are 
iing  students  abroad  for 
3l  experience.  "In  two  or 
!  years  I  think  we'll  see  some 
interesting  changes,"  said 
ard  L.  Schmalensee,  dean 
itus  of  MIT's  Sloan  School  of 
igement. 


About  That  Overdraft: 
See  You  in  Court 

Brits  are  suing  over  the  fat  fees  banks  charge  to  cover 
a  dud  check.  The  consumer  ire  could  spread  to  the  U.S. 


By  Kerry  Capell 

British  banks,  like  their  U.S.  counter- 
parts, love  overdraft  fees— those  levies 
they  collect  for  honoring  a  check 
when  there's  not  enough  money  in  the 
account  to  cover  it.  British  overdraft 
charges  average  $57,  nearly  70%  more 
than  in  the  U.S.  Last  year,  banks  in 
Britain  generated  some 
$7  billion  in  overdraft 
charges  and  excess-bor- 
rowing fees,  says  the 
Office  of  Fair  Trading, 
Britain's  competition 
watchdog. 

Good  deal  for  the 
banks — except  that  cus  - 
tomers  have  been  suing 
them  like  crazy,  claiming 
the  fees  violate  con- 
sumer-protection laws. 
Pressed  by  the  litigation, 
Britain's  top  five  banks 
refunded  $810  million  to  customers  in 
the  first  half  of  2007.  Now,  the  Office  of 
Fair  Trading  has  brought  suit  against 
the  top  banks,  a  move  that  could  affect 
similar  battles  in  the  U.S. 

On  Jan.  16,  Britain's  High  Court 
began  hearing  a  case  to  decide  whether 
the  fees  are  fair.  HSBC  Chairman  Ste- 
phen Green  told  analysts  in  November 
that  the  outcome  could  "change  the 
economics  of  retail  banking"  in  Britain. 

If  the  banks  are  humbled,  it  will 
be  because  of  the  zeal  of  consumer 
activists.  One  is  Peter  Brown.  Four 
banks  have  refunded  the  history 
lecturer  from  the  University  of  Wales 
a  total  of  $13,000  in  overdraft  fees  and 
related  penalties  from  four  banks.  He 
co-founded  legalbeagles.info,  a  Web 


site  that  offers  claim  forms  "for  the 
self- litigating  consumer."  Says  Brown: 
"Taking  your  bank  to  court  is  incred- 
ibly empowering." 

Activists  argue  that  the  banks' 
overdraft  charges  far  exceed  the  costs 
incurred— about  $9— when  customers 
overdraw  their  accounts  and  that  banks 
shouldn't  reap  such  huge 
profits.  Britain's  banks 
argue  these  charges  pay 
for  a  service  provided 
to  customers,  so  the 
fees  are  not  covered 
by  consumer  protec- 
tion laws  that  put  a 
cap  on  penalties.  The 
British  Bankers'  Assn. 
warns  that  if  the  ruling 
goes  against  the  banks, 
standard  perks  such  as 
free  checking  and  no -fee 
ATM  service  may  go 
by  the  board.  "There  is 
no  consequence -free 
result,"  warns  Angela 
Knight,  the  association's 
chief  executive. 

What  about  the  other  side  of  the 
pond?  A  bill  in  Congress  would  limit 
U.S.  banks'  use  of  overdraft -protec- 
tion programs.  American  banks  are 
balking.  But  if  these  charges  are 
banned  in  Britain  and  the  banks  there 
remain  profitable,  "it  will  undercut 
the  U.S.  banks'  argument  that  they 
must  impose  these  charges  or  go  out 
of  business,"  says  EHzabeth  Warren, 
a  professor  and  bankruptcy  expert  at 
Harvard  Law  School.  "The  British  may 
give  us  an  example  of  profitability  on 
fairer  terms."  iBWi 
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Social  Networks 
That  Break  a  Sweat 

Sports -related  sites  are  quickly  drawing  new  users- 
and  high -caliber  advertisers 


By  Paula  Lehman 

After  years  of  trekking  from  Jackson- 
ville to  the  ski  trails  of  Appalachian  Ski 
Mountain  in  North  Carolina,  Brandon 
Witkovich,  24,  is  moving  from  Florida 
to  Colorado  with  his  fiancee  to  be  clos- 
er to  the  slopes.  To  learn  about  the  area 
and  potential  ski  buddies,  he  signed 
on  to  SkiSpace.com.  The  brainchild  of 
downhill  idol  Bode  Miller,  the  social- 
networking  site  allows  Witkovich  to 
check  out  resorts  and  connect  with 
skiers  who  frequent  them.  "It's  almost 
the  same  template  as  MySpace,  with 
winter  sports  thrown  in,"  Witkovich 
says.  "What  SkiSpace  is  trying  to  do  is 
connect  anyone  who  has  a  passion  for 
the  mountains." 

As  networking  sites  Hke  MySpace 
and  Facebook  grow  bigger  and  more 
amorphous,  niche  communities  are 
gaining  in  popularity.  By  one  measure, 
traffic  on  MySpace  grew  9%  from  2006 
to  2007,  but  traffic  on  sites  like  Flixster, 
a  networking  site  for  movie -lovers, 
tripled.  Sports-related  social  networks 
are  among  the  fastest  -  growing  of  these 
new  communities.  SkiSpace,  for  ex- 
ample, has  jumped  to  10,000  members 
in  the  month  since  it  launched. 

"A  HUGE  AMOUNT  OF  MONEY" 
Sports  social  networking  would  seem 
to  be  a  natural  since  fans  are  tribal  by 
nature.  And  if  the  sports  world  has 
taken  a  while  to  capitahze  on  the  obvi- 
ous, that's  changing  fast.  In  the  past 
year  pro  leagues -including  the  NBA, 
NHL,  Nascar,  and  PGA  Tour-have 
opened  up  their  sites,  allowing  fans  to 
post  comments  on  message  boards  and 
create  interest  groups.  Now  athletes 
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SkiSpace  co-  and  teams  are  taking 

founder  Miller  social  networking  a 

calls  skiers  "an  step  further,  estab- 

untapped  market       ,.  ,  . 

lishmg  communities 

outside  league  sites. 
Miller,  who  broke  the  U.S.  record 
for  most  World  Cup  titles  on  Jan.  20, 
launched  SkiSpace.com  on  Dec.  l. 
Users  can  share  video  content,  blog 
from  mobile  phones,  arrange  trips,  and 
buy  and  sell  gear.  SkiSpace  cost  nearly 
$500,000  to  start  up,  split  between 
Miller  and  PathConnect,  a  software- 
development  company  founded  by 
Ryan  Blair.  Miller  and  Blair  each  own 
45%.  Lowell Taub,  Miller's  agent,  owns 
the  remaining  10%. 


"There's  a  distinction  between  a 
social  network  that's  simply  a  soci; 
network  and  one  that  provides  too! 
for  people  who  are  already  involvec 
sport  or  industry,"  says  Miller.  "Ah 
amount  of  money  is  spent  on  [skiii 
and  the  lifestyle  that  surrounds  it. 
is  an  untapped  market." 

Advertisers  appear  to  agree,  and 
not  just  resorts  and  makers  of  skig 
hke  Head.  Motorola,  Sanyo,  and  So 
have  all  bought  space  on  the  site.  A  P 
some  resorts  are  spending  as  much 
$50,000  for  campaigns  that  intera' 
more  directly  with  members  by  usi 
features  such  as  mobile  b. 
ging  widgets  and  RSS  feeiAe 
Because  SkiSpace  caters  t  fc 
a  niche  market  and  offers 
chance  for  targeted  ads,  E 
says  it  brings  in  more  moK. 
per  view  than  less  custoirifti 
social  networks  do.  Blair 
pects  the  site  to  be  profits; loc 
by  the  end  of  the  ski  seasc^soi 

Another  athlete  push- 
ing into  social  networking 
is  Dale  Earnhardt  Jr.,  co-  - 
founder  of  Infield  Parkinpfcnj 
site  for  Nascar  enthusiast^  j| 
Launched  in  December, 
2006,  Infield  draws  adveit 
ers  such  as  SprintNextel(l 
sponsor  of  Nascar's  premcliBi 
series),  Bankof  America,i;  jg 
Harley- Davidson,  and  ES". 
According  to  Ed  Sullivan,i 
field's  co-founder,  revenui 
have  been  plowed  back  inii  lot 
developing  the  site  and  ad  loui 
ering  revenue -sharing  agi 
ments  with  top  drivers  —  includingi; 
Gordon,  Jimmie  Johnson,  and  Kas«t  pei 
Kahn— who  maintain  online  profilii  ^[ 
of  their  individual  teams.  Sullivan  it  ne 
declined  to  disclose  specific  numbii 
Infield  Parking  boasts  42,000  mar. , 
bers,  double  the  number  of  registeritjj 
users  on  Nascar's  own  social-netwt! 
ing  site,  established  in  May. 

Unlike  official  destinations,  sucl 
as  Nascar.com  or  NBA.com,  social 
networking  sites  started  by  star  jo& 
or  teams  generate  more  fervor.  Say 
sports  marketer  Jeff  Bliss,  preside! 
Javelin  Group:  "The  league  sites  hi 
broader  reach,  but  the  team  sites  h 
the  passion."  1 BW 1  1 
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jst  Say  No 
)  Drug  Reps 


iical  schools  are  now  teaching  future  docs  how 
3sist  those  pharmaceutical  pitches 


;ne  Weintraub 

iriane  Fugh-Berman 
iS  more  doctors  would 
marketing  pitches 
drug  companies  with 
icism.  Sosheistak- 
!r  message  to  medi- 
liools.  An  associate 
5sor  of  physiology 
iophysics  at  George - 
University,  she  has 
the  past  six  months 
ing  med  students  at 
[etown  and  neigh - 
g  schools  on  how  to 
sales  reps'  overtures, 
IS  doling  out  free  drug 
[es  to  physicians  and 
ing  lunches  for  office 


en,  the  audience 
out  belligerent,  Fugh-Berman 
protesting  that  they're  "too  smart 
jought  by  a  slice  of  pizza."  But 
hanges  when  "we  correct  them 
he  numbers,"  she  says.  A  doctor 
pends  just  one  minute  with  a 
rep  typically  ends  up  prescribing 
nore  of  that  rep's  product  than 
5he  was  prescribing  before.  And 
-minute  encounter  is  likely  to 
pt  a  52%  jump  in  prescriptions, 
ugh-Berman. 

grams  such  as  hers  are  rolling  out 
dical  and  nursing  schools  across 


h  $21  million,  the  professors  are 

tgunned  by  the  drug  industry  and  its 

nual  $1  billion  outlay  on  medical  education 


the  country,  funded  by  $21  million 
in  grants  from  a  consortium  of  state 
attorneys  general.  The  money  came 
out  of  a  $430  million  settlement  Pfizer 
reached  with  state  and  federal  legisla- 
tors in  2004  over  allegations  that  its 
Warner-Lambert  division— prior  to 
being  acquired  by  Pfizer— had  im- 
properly marketed  the  epilepsy  drug 
Neurontin  for  uses  not  approved  by  the 
Food  &  Drug  Administration. 

More  than  30  educators  won  grants 
to  develop  for-credit  courses,  role- 
playing  exercises,  and  other  programs 
designed  to  pre- 
pare future  pre - 
scribers  for  their 
encounters  with 
sales  reps.  Many 
educators  in- 
corporate actual 


drug  reps  into  their  programs.  Fugh- 
Berman's  Web  site,  PharmedOut.org, 
features  seven  YouTube  videos  of  for- 
mer and  current  salespeople  describ- 
ing their  experiences.  In  one,  a  rep  says 
his  strategy  for  using  free  samples  is 
much  like  the  one  "your  typical  street 
dealer  employs  on  the  corner  when 
he's  selling  crack.  The  first  one's  free, 
then  you  pay,  then  you're  hooked."  The 
rep— in  shadow  to  conceal  his  iden- 
tity—explains how  easy  it  is  to  coax 
doctors  to  write  prescriptions  for  drugs 
in  return  for  a  handful  of  samples. 
Dependent  on  a  limited  pool  of 

grants,  the  professors  may 
be  outgunned  by  the  drug 
industry,  which  pours  about 
$1  billion  a  year  into  medical 
education.  Guest  speak- 
ers who  appear  in  "grand 
rounds  " — cUnical  discus  - 
sions  attended  by  residents 
and  other  medical  trainees  — 
are  often  sponsored  by  drug 
companies.  And  the  industry 
pays  for  most  of  the  continu- 
ing ed  courses  doctors  take 
throughout  their  careers. 

SIMULATING  SALES  CALLS 

Educators  can't  match  that. 
But  they  can  prepare  future 
doctors  by  placing  them  in 
simulated  sales  scenarios. 
At  the  Mount  Sinai  School 
of  Medicine  in  New  York, 
med  students  spar  one-on-one  with 
an  actress  playing  a  patient.  After 
complaining  of  heartburn,  the  actress 
whips  out  an  ad  for  Nexium  that  she 
says  she  found  at  her  hairdresser's 
salon.  "I  think  this  is  the  drug  for  me," 
she  declares,  reciting  the  ad's  promise 
that  the  drug  controls  acid  better  than 
any  other  product. 

The  students,  armed  with  studies 
showing  the  drug  is  no  better  than 
cheaper  over-the-counter  alterna- 
tives, try  to  persuade  the  faux  patient 
to  try  something  else.  Lauren  Pec- 
coralo,  a  third-year  resident  at  Mount 
Sinai,  says  the  exercise  is  valuable 
because  patients  often  do  arrive  in 
the  doctor's  office  with  ads  in  hand.  It 
takes  practice  to  "convince  patients 
they  should  trust  what  the  doctor  rec- 
ommends instead,"  she  says.  1 BW I 
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FORGET  THE  WISDOM 
OF  CROWDS 
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By  Christopher  Farrell 
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It's  safe  to  say  most  of  us  don't  find  the  financial  markets  particularly  happy  hunting  grounds  latdlfi 

The  stock  market  is  down  some  i6%  from  its  peak  last  October.  Bankers  are  writing  off  billions  of 

dollars  in  loans  gone  sour.  "Recession"  is  the  word  on  everyone's  lips.  |  But  if  fear  and  confusion  se^ 

many  of  us  to  the  same  old  blue  chips,  or  into  paralysis,  there  are  hard -core  heretics  who  revel  in 

such  chaos.  They  are  the  contrarians,  investors  who  often  share  a  deep -value  bent  and  venture  intd    , 

markets  many  would  consider  too  risky— and  who,  history  teaches,  tend  to  do  well  when  confusion  i 
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s  and  market  risk  climbs.  To  iind  out 

e  such  iconoclasts  see  opportunities  now, 

acked  down  three  of  the  best . 

D  ISN'T  EXPENSIVE" 

lame  of  Marc  Faber's  newsletter,  The 
n,  Boom  ?sr  Doom  Report ,  gives  a  succinct 
I  of  his  view  of  market  cycles.  Among  his 
is  to  fame:  He  told  investors  to  get  out  of 
larket  right  before  the  1987  crash.  The 
;-born  Faber,  who  moved  his  family  from 
;  Kong  to  Chiang  Mai,  Thailand,  in  2000, 
e  many  contrarians,  a  student  of  finan- 
istory.  Indeed,  he  collects  rare  economic 
s.  In  general,  "the  consensus  is  right  for 
le,"  he  says,  but  "at  major  turning  points 
arians  can  achieve  signilicant  gains  with 
isk"  than  those  following  the  herd. 
)er  manages  some  $300  million  from  his 
!,  an  old  Thai  house  he  remodeled  by  the 
River,  and  out  of  a  Flong  Kong  office.  He's 
ig  out  a  controversial  position:  Gold  is 
).  Or  at  least  not  expensive  at  $882  an 
2.  Probe  his  reasoning  and  you  tap  a  deep 
)f  contempt  for  central  banks,  in  particu- 
e  U.S.  Federal  Reserve  and  its  chairman, 
lernanke.  "I  don't  think  gold  is  expensive 
dering  the  central  bankers  we  have  in  the 
1,"  he  snorts.  Faber  thinks  the  cost-of-liv- 
cpenses  the  average  family  deals  with  are 
gher  than  the  government's  official  infla- 
mmbers  suggest. 

)er  's  other  "great  contrarian  play"  is  to 
ip  on  cash— in  preparation  for  a  big  buying 
rtunity,  whenever  and  wherever  it  arises. 
)lace  where  he'd  like  to  pounce:  Japan, 
1  has  long  been  down-and-out.  The  Nik- 
dex  trades  around  14,000,  far  below  its 
peak  of  almost  39,000.  "Japan  is  the  most 
'ed  market,"  he  says.  "It  has  been  per- 
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MARC  FABER 


Marc  Faber  Ltd.,  an  investment  advisory 

Claim  to  fame  Among  other  tilings,  he 
called  the  1 987  stock  market  crash 

Current  focus  Gold,  cash,  Japan,  farmland 


forming  miserably,  but  sometime  there  will  be  a 
great  buying  opportunity." 

Now,  he  sees  opportunities  in  Paraguay, 
Uruguay,  Russia,  Ukraine,  and  other  former 
Soviet  countries— in  farmland.  U.S.  land  is 
too  expensive ,  he  says,  with  the  ethanol  boom 
sending  prices  up.  So  he's  betting  on  the 
growing  world  demand  for  food  by  buying  in 
cheaper  countries.  Along  with  tracts  of  land, 
as  of  Jan.  18  he  owned  farm  stocks  such  as 
Sampoerna  Agro  in  Indonesia  and  Univanich 
Palm  Oil  in  Thailand. 

"THE  RENMINBI  IS  THE  SAFEST  ASSET" 

Joining  Faber  in  Bernanke- bashing  is  Jim 
Rogers.  George  Soros  and  Rogers  founded  the 
Quantum  Fund  in  1970,  which  became  perhaps 
the  most  famous  hedge  fund  ever.  Then,  at  age 
38,  Rogers  retired  to  start  a  new  career  traveling 
the  world  by  motorcycle  and  car,  scouting  in- 
vestments and  writing  books  about  his  adven- 
tures. "Travel  lets  you  find  out  the  real  story, 
not  what  you  read  on  Wall  Street  and  the  press," 
he  says.  "It  gives  you  more  of  an  international 
and  historical  perspective." 

Rogers,  talking  while  on  the  treadmill  in  a 
Beijing  gym,  sees  America  in  long-term  eco- 
nomic decline.  The  banking  system,  is  bank- 
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rupt.  Bernanke  is  a  "fool"  running  a  monetary 
policy  aimed  at  bailing  out  Wall  Street  that  will 
only  lead  to  a  "horrible  inflationary  situation." 
America  is  a  debtor  nation. 

The  long-term  play,  he  says,  is  China.  It's  a 
belief  he  embraces  with  zeal:  He  recently  sold 
his  New  York  home  and  moved  with  his  wife 
and  daughter  to  Singapore.  (Rogers,  who  says 
he  took  a  contrarian  approach  to  kids— he  had 
his  first  at  60— is  expecting  a  second  in  March.) 
Despite  global  concerns  about  China's  financial 
system,  Rogers  thinks  it's  far  safer  than  that  of 
the  U.S.:  "The  renminbi  is  the  safest  asset— a 
difficult  word  to  use  when  it  comes  to  mar- 
kets —but  I  think  that's  the  case  for  the  next 
20  years."  He's  shifting  all  his  assets  out  of  the 
dollar.  Little  wonder  that  A  Bull  in  China  is  his 
latest  book's  title. 

His  take  on  the  recent  plunge  in  Asian  stocks: 
"This  is  good  because  it  insures  a  bubble  does 
not  develop  in  China.  It  would  take  years  to 
recover  from  a  bubble  a  la  Japan."  If  China 
suffers  a  big  setback,  it  would  offer  a  buying 
opportunity,  reminiscent  of  the  U.S.  in  1907  or 
Japan  in  1966,  he  says.  The  American  finan- 
cial system  went  belly- up  during  the  panic  of 
1907.  Yet  Rogers  points  out  that  the  U.S.  was 
in  the  middle  of  a  great  development  wave  that 
pushed  the  country  toward  being  the  world's 
wealthiest  economy.  Similarly,  in  1966  the 
Japanese  government  was  forced  to  bail  out 
the  country's  brokerage  industry,  he  says,  and 
Japan's  economy  took  off  over  the  next  several 
decades. 

Rogers  is  also  known  for  his  early  play  on 
commodities.  In  the  1980s  and  '90s,  Wall 


JIM  ROGERS 


independent  Investor 


Claim  to  fame  Co-founded  perhaps  the 
world's  most  famous  hedge  fund,  the  Quan- 
tum Fund,  with  George  Soros 

Current  focus  China,  commodities 


JOHN  LINEHAN 


Manager,  T.  Rowe  Price  Vc 


Claim  to  fame  Scooped  up  troubled  stocks 
such  as  Marsh  &  McLennan— and  Merck 
after  news  of  the  Vioxx  debacle 

Current  focus  St.  Joe  Co.,  retailers 


Street  disdained  commodities.  But  in  1998,  he 
created  the  Rogers  International  Commodity 
Index,  which  is  up  some  350%  since  then.  "The 
bull  market  in  commodities  has  years  to  go,"  he 
says,  adding  that  there's  no  new  supply  coming 
online  for  many  commodities.  That  said,  he 
expects  "plenty  of  down  moments.  That's  the 
way  of  markets." 

REAL  ESTATE  IN  FLORIDA 
T.  Rowe  Price  Value  Fund  manager  John 
Linehan  takes  a  less  swashbuckling  approach 
than  Faber  or  Rogers.  But  the  Baltimore-based 
manager  is  gaining  a  reputation  for  bucking 
conventional  wisdom.  "To  be  a  contrarian 
rheans  a  willingness  to  focus  on  the  long  term, 
to  question  beliefs,  to  buy  things  when  they're 
down-and-out,"  he  says.  "Contrarian buys  are 
hard  because  you  can  be  made  to  look  fooHsh." 

A  battered  stock  Linehan  likes  is  St.  Joe 
Co.  It's  largely  a  real  estate  operator  and  is  in 
resort  development  in  the  northern  Florida 
panhandle.  St.  Joe  has  returned  an  abysmal 
-35%  since  the  stock's  2007  high.  But  Linehan 
points  out  that  people  are  still  moving  to 
Florida,  and  that  high-end  houses  in  northern 
Florida  are  cheaper  than  in  the  south.  What's 
more,  the  company  has  the  permits  for  a  new 
airport  in  Panama  City,  Fla. ,  a  catalyst  for 
future  growth.  He  sees  a  stock  trading  at  32 
that's  worth  50  to  60.  "Maybe  it  will  go  lower," 
says  Linehan,  but  he's  willing  to  sit  with  it  for 
three  to  five  years. 

Linehan  is  also  eyeing  retail.  The  S&P  Retail 
Select  Industry  index  is  down  29%  from  its 
2007  peak.  Linehan  favors  Home  Depot, 
Kohl's,  and  Bed  Bath  &  Beyond,  all  down  about 
one-third  from  their  2007  highs.  They're  good 
companies,  he  says,  and  the  cheapest  they've 
been  in  a  long  time.  1 BW 1 


Drop  in  the  S&P  i 
Retail  Select 
Industry  index  fi 
its  2007  peak 

Data:  Bloomberg  Financ 
Markets 


BUSINESSWEEK  I  FEBRUARY  4,  2008 


manoBma 


PERSONAL  BUSINESS 


US 


ED  BY  SUZANNE  WOOLLEY 


1UTUAL  FUND  FEES: 
HE  AWFUL  TRUTH 


V  much  are  you  paying  fund  companies  to  man  - 
your  account?  The  average  expense  ratio— that  is, 
jnses  as  a  percentage  of  assets— is  1.4%  ayear  for  do- 
;tic  equity  funds,  according  to  fund  tracker  Morning - 
.  That  may  not  seem  like  a  lot.  But  with  mutual  fund 
'ts  surpassing  the  $3  triUion  mark,  plenty  of  critics 
ider  why  that  figure  has  stayed  the  same  for  years, 
^at  if  expenses  were  reported  as  a  percentage  of 
irns  ?  That  puts  mutual  fund  overhead  in  a  whole  new 
t— and  it's  not  pretty.  With  below- average  returns  and 
1  fees,  expenses  for  AllianceBernstein  funds  ended  up 
simiing  nearly  21%  a  year  of  the  gross  returns  over  the 
:  10  years.  At  Vanguard  Group,  the  lowest-cost  fund 
it,  expenses  came  to  just  2.7%.  These  are  among  the 
ings  of  a  recent  study  by  William  Dougherty,  a  Boston 
istment  consultant.  -Lauren  Young 


■ND  FAMILY 


lO-YEAR  PORTION  OF 

AVERAGE  GROSS  GROSS 

EXPENSE  ANNUALIZED  RETURNS  THE 

RATIO*  RETURNS'  FUNDS  KEEP** 


DRST 

ianceBernstein 

1.48% 

5.50%         21% 

itnam 

1.16 

5.41            18 

irerSource 

1.21 

7-05«««„15 

£ST 


jelity 

0.69 

8.15 

7.8 

nerican 

0.70 

9.57 

6.8 

nguard 

0.22 

7.84 

2.7 

:  of  Sept.  30,  2007  "Appreciation  plus  reinvestment  of  dividends  and  capital 
ns  before  management  fees  and  other  expenses  are  deducted.  Period  ended 
pt.  30.  Data:  William  Dougherty 


DOLLARS  AND  SENSORS 
OF  HOME  SAFETY 


Like  many  homeowners, 
you've  probably  installed 
smoke  and  carbon  mon- 
oxide detectors.  But  some 
insurers  give  discounts 
on  premiums  if  you  put  in 
these  additional  devices 
(Fireman's  Fund  of  Novato, 
Calif. ,  offers  up  to  8%  off  if 
you  put  in  these  items): 

•  Water-leakage  sensors 

If  a  washing  machine,  dish- 
washer, or  plumbing  pipe 
breaks,  these  devices  sound 
an  alarm.  Some  automati- 
cally shut  off  the  water  sup- 
ply. Cost:  $i50-$300* 

•  Low-temperature 
sensors  Usually  installed 


near  water  pipes,  these 
notify  a  private  monitor- 
ing company,  which  gets  in 
touch  with  the  homeowner 
if  temperatures  in  the 
house  drop  below  a  certain 
level.  For  absentee  own- 
ers, this  can  prevent  burst 
pipes  in  freezing  weather. 
$50-$ioo* 

•  Heat -detection  sensors 

Less  likely  than  smoke 
detectors  to  send  false 
alarms,  these  can  be  placed 
in  kitchens,  garages,  or  near 
furnaces  to  provide  early 
warning  of  fire.  $50-$i50''' 
-Anne  Tergesen 

'Fireman's  Fund  cost  estimates;  includes 
device/system  and  professional  installation 


IME  TO  REFINANCE  YOUR  MORTGAGE? 


cks  have  fallen.  The  silver  lining? 
lave  bond  yields — and  the  mort  - 
e  rates  tied  to  them.  AppUcations 
efinance  hit  a  four -year  high  as  the 
rage  rate  on  a  30-year  fixed  mort- 
e  sank  to  a  four-year  low  of  5.56%. 
ome  50%  of  borrowers  with  these 
as  could  refinance  and  save  on 
nthly  payments,  estimates  Dale 


Westhoff ,  head  of  structured  products 
research  at  Bear  Stearns.  But  lenders 
have  tightened  credit  standards.  To 
get  the  best  rates,  you  need  a  credit 
score  of  680  out  of  a  possible  850, 
home  equity  of  10%  or  more,  and  a 
ratio  of  debt  payments  to  income  of 
40%  or  less,  says  Keith  Gumbinger, 
vice-president  of  HSH  Associ- 


ates, a  publisher  of  consumer  loan 
information. 

If  you've  got  a  jumbo  mortgage— for 
aloan  above  $417,000— shop  care- 
fully. While  the  average  rate  on  such  a 
30-year  fixed  loan  is  6.66%,  the  gap 
between  the  best  and  worst  offerings 
is  now  a  wide  three  percentage  points, 
says  Gumbinger.  -A.T. 
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52007  The  McGraw-Hill  Companies 


kNCIAL  SERVICES  INFORMATION  &  MEDIA  EDUCATION 


NYSE:  MHP 

mcgraw-hill.com 


How  do  you  keep  them 
down  on  the  farm  after 
they've  seen  Shanghai? 

The  short  answer  is:  You  can't. 
The  progression  from  field  to  factory 
to  global  economy  is  as  irreversible 
as  history  itself.  And,  as  more  and  more 
countries  embrace  market  economies, 
so  too  do  they  require  the  knowledge 
and  transparency  brought  to  them  by 
The  McGraw-Hill  Companies.  When  markets 
open,  economies  expand,  people  prosper 
and  McGraw-Hill  grows. 


The  McGraw-Hill  Companies 

Open  Markets.  Open  Minds. 
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U/6  WINE  I  ROBERT  PARKER 


II 


My  colleague  Jay  Miller  writes  about  Argentina 
for  my  journal,  The  Wine  Advocate.  He  recenth 
reviewed  offerings  from  the  Bodega  Achaval-     - 
Ferrer,  which  speciahzes  in  malbecs.  Founded 
in  1998,  the  winery  has  swiltly  developed  a  worldwide  following.  At  the  helm  as  winemaker  is  the 
renowned  Tuscan  consultant  Roberto  Cipresso.  Here  are  some  of  his  sensational  new  releases. 


A  YOUNG  WINERY'S 
MARVELOUS  MALBECS 


91 


POINTS 


2005  Malbec 

This  dark  ruby/purp 
wine  offers  up  an 
enticing  perfume  of 
toasty  oak,  milk 
chocolate,  coconut  J 
black  cherry.  Mediu 
bodied,  with  ample 
black  fruits,  it  can  bo 
enjoyed  now.  $26 


92 


POINTS 


Vineyards  at 
the  foot  of  the 
towering  Andes 
of  Argentina 


2006  Malbec 

This  offering  has  a  r 
expressive  nose  an( 
more  structured  tha 
the  '05  vintage.  This 
wine  would  improvf. 
with  four  to  six  addit 
years  in  the  cellar.  It 
will  drink  well  throuci 
2020.  $28 


92 
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2005  Quimera 

The  2005  Quimera  is 
37%  malbec,  28% 
merlot,  25%  cabernet 
sauvignon,  and  10% 
cabernet  franc.  The 
2005  has  less  new 
oak  than  its  older  sibling. 
It  is  firmer  and  more 
structured.  $48 


93 


POINTS 


2004  Quimera 

Aged  for  12  months  in 
100%  new  French  oak 
and  bottled  unfiltered. 
Opaque  and  purple- 
colored,  it  is  medium- 
bodied,  intense,  and 
beautifully  balanced. 
It  should  evolve  for  six 
to  eight  years.  $48 
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POINTS 


2005  Malbec  FInca 
Mirador 

The  2005  Finca  Mirador 
Malbec  is  denser  and 
more  austere  than  its 
2004  counterpart.  It  is 
likely  to  have  a  longer 
drinking  window,  and 
it  will  be  a  pleasant  task 
to  compare  the  two 
vintages  in  another 
decade. $112 
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POINTS 


2004  Malbec  Finca 
Bella  Vista 

This  beast  of  a  malbec 
is  purple/black  in  color, 
with  dark  aromcttics 
and  a  profound  finish. 
It  delivers  notes  of  toasty 
oak,  scorched  earth, 
espresso,  black  cherry, 
and  blackberry.  An 
extraordinary  effort. 
$112 


98 


POINTS 


jJal 

2004  Malbec  Fincsiim, 
Altamira 

The  opaque  purple/ 
black  2004,  from 
80-year-old-plus  vii 
is  splendidly  balanc 
Rich  with  flavors  of 
mineral,  chocolate, 
and  black  fruits,  it  w 
evolve  for  10-plus 
years  and  drink  well 
through  2035.  $11: 


i 
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tip 


influential  v '  '^^ 
WineAdvoCri  ale 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  Robert  Parker  is  the  world's  most 
critic.  Visit  eRobertParker.com  to  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his  newsletter,  The 
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Search  of  a  Subprime  Villain 

itrywide's  Mozilo  is  being  cast  for  the  part,  but  it's  hard  to  pin  this  mess  on  one  man 


panic  of  1869  had  Jay  Gould  and  Jim  Fisk.  The  junk-bond  insider 
dais  had  Ivan  Boesky  and  Mike  Milken.  And  turn-of-the-2lst 
ury  book- cooking  had  poster  boys  Jeff  Skilling  and  Bernie  Ebbers. 
',  the  subprime  meltdown  cries  out  for  its  own  icon— an  easily 
ed,  Leno- quotable,  high-seven-figured  household  name. 


re  were  Vegas  odds  for  this  kind  of 
,  the  money  would  be  on  Angelo 
lo,  founder  and  chief  executive  of 
itrywide  Financial,  the  largest  U.S. 
gage  lender  and  the  source  of  so 
'  of  the  bad  home  loans  that  have 
ned  up  the  global  financial  system, 
t  don't  finger  Mozilo  just  yet. 
cale,  ripple  effect,  and  emo- 


tional particulars  of  this  bust  make 
it  uniquely  hard  to  pin  on  one  char- 
acter. Countrywide  will  become  less 
newsworthy  as  it  is  acquired  by  Bank  of 
America,  an  outcome  regulators  want 
to  hasten.  And  the  more  we  dissect  the 
subprime  episode,  the  more  we'll  want 
to  put  the  whole  affair  out  of  our  minds 
altogether. 


Make  no  mistake:  Mozilo,  69,  cer- 
tainly looks  the  part.  Central  casting 
would  be  hard-pressed  to  produce  a 
CEO  with  a  more  luxurious  tan,  shinier 
teeth,  or  louder  pinstripes.  He  pock- 
eted nearly  $400  milhon  in  the  past  six 
years  of  housing  boom  and  bust ,  op  - 
portunistically  dumping  shares.  Add- 
ing insult,  Mozilo  stands  to  take  home 
a  consolation  prize  of  around  $100 
million,  plus  country  club  fees,  once 
the  fire  sale  to  Bank  of  America  goes 
through,  with  Countrywide  priced 
85%  below  its  peak  value  and  12,000 
workers  lighter.  Lawsuits  are  piling  up. 
Presidential  Candidate  Hillary  Clinton 
is  excoriating  Mozilo  for  his  exit  booty, 
while  Senator  Charles  Schumer  (D- 
N.Y.)  said  he  wants  to  see  the  executive 
"boiled  in  oil— figuratively." 

Neither  Countrywide  nor  Mozilo 
would  comment  for  this  story.  It  could 
be  that  he  is  too  busy  coating  himself  in 
patriotic  Teflon.  The  son  of  Italian  im- 
migrants loves  to  invoke  the  American 
dream.  "We  have  provided  over  25 
million  families  with  an  opportunity  to 
have  a  home  of  their  own,  to  build  equi- 
ty, and  to  utilize  that  equity  to  educate 
their  children  and  to  have  the  best  life 
possible  in  our  great  country,"  he  said 
in  a  Jan.  11  letter  to  employees  about 
Country  wide 's  buyout.  "We  are  now 
financing  homes  for  the  grandchildren 
of  our  first  generation  of  mortgagers." 

You  can  bet  your  teaser  rate  that 
Mozilo  was  addressing  more  than  his 
workforce.  The  Feds  and  campaign- 
ing pols  alike  know  that  Countrywide 
originates  one  of  every  six  mortgages 
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out  there— no  small  feat  at  a  time  when 
more  than  lOO  home -loan  competitors 
have  flamed  out  in  a  matter  of  months. 
Yes,  disappointed  borrowers  contend 
that  they  were  conned  by  the  lender. 
But  millions  more  got  precisely  what 
they  wanted  from  Countrywide:  an 
honest,  affordable  loan.  Mozilo  is  fur- 
ther amassing  extra- credit  points  by 
announcing  the  easing  of  loan  terms  on 
more  than  8l,000  homeowners  facing 
foreclosure  and  partial  debt  forgive- 
ness in  an  additional  8,000  cases. 

If  that  doesn't  immunize  him,  he's 
wiUing  to  play  dumb— or  to  pro- 
claim martyrdom.  It's  clear  now  that 
Countrywide 's  easy  underwriting 
culture  invited  nothing  short  of  busi- 


ness suicide:  an  astonishing  7.2%  of 
its  mortgages  are  delinquent,  while 
foreclosures  more  than  doubled  in  a 
year.  Cut  off  from  the  credit  market 
and  paying  unsustainably  high  rates 
to  attract  depositor  cash.  Country- 
wide started  the  year  on  bankruptcy's 
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doorstep.  With  his  company's  sto 
free  fall,  Mozilo  had  to  agree  to  wl 
traders  derisively  call  a  "takeunde 
as  opposed  to  a  premium-sweetei 
takeover. 

All  of  which  will  conveniently  a : 
Mozilo  to  profess:  Hey  pal,  pity  mi 
lost  my  baby,  everything  I've  work! 
for.  My  company  hemorrhaged  $2 ; 
lion  in  value  in  less  than  a  year.  Im 
in  his  staff  memo,  he  blamed  "regi 
tors,  rating  agencies,  legislators,  tl 
media,  and  others"  for  Countrywi 
demise.  A  half  a  billion  dollars  ricl 
than  he  was  five  years  ago,  Mozilo 
might  convince  you  that  the  syste 
foreclosed  on  him. 

Whether  or  not  you  fall  for  this 
mind  trick.  Countrywide  is  incrcc 
ingly  moot  now  that  subprime  ha:; 
rotted  into  the  rest  of  the  econom 
Consumers  are  retrenching,  whild 
manner  of  banks,  credit  -  card  con' 
nies,  and  even  retailers  set  aside  b' 
lions  to  cover  their  bad  debts.  "Tf ' 
was  a  terrific  lapse  of  standards  ac 
the  board,"  says  Stuart  Gabriel,  af 
fessor  of  real  estate  finance  at  Uni 
sity  of  California  at  Los  Angeles. ' 
problem  is  just  so  much  broader  t  ^ 
Countrywide." 

And  therein  lies  the  rub.  Mozilo  j 
most  inoculated  by  the  fact  that  th 
whole  exercise  invariably  circles  b 
to  the  public:  our  rapacity,  our  nai 
our  willing  suspension  of  disbelie: 
toward  all  things  credit.  But  who  v 
to  ponder  that?  iBWi 
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Need  a  better  way  to  get  to  your  PC 
when  you're  away  from  the  office? 


*"'»#JS;4 


i  your  office  PC  with  you,  wherever  you  go.  With  GoToMyPC. 

)MyPC  is  the  award-winning  service  that  lets  you  use  your  office  PC 
any  other  computer  with  an  Internet  connection  -  just  as  if  you're  sitting 
•ur  desk!  Just  log  on  to  GoToMyPC.conn  and  start  working  with  all 
programs.  Access  all  your  files.  Use  your  email.  It's  fast,  easy,  and 
)letely  secure. 

oToMyPC  FREE  for  30  days!   I  Visit  www.GoToMyPC.com/businessweek 


GoToMyPC 

Access  Your  PC  from  Anywhere 


IT'S  EASIER  THAN  EVER  TO  RUN  A  WEB  MEETING 

When  you  need  to  get  yourteam  together,  you  shouldn't  have  to  run  around  downloading  applications 
and  figuring  out  which  call-in  line  is  available.  You  should  be  able  to  get  a  nneeting  up  and  running  and 
then  share,  chat,  whiteboard,  question,  discuss— even  see  each  other  over  your  web  cams— all  with  a 
single  click.  That's  why  there's  INTERCALL  WEB  MEETING,  the  simplest  way  to  run  meetings  online. 


t1  InterCair 


Get  a  running  start  with  a  free  trial  of  InterCall  Web  Meeting  at  www.intercall.com/eas] 


OPINION 


H  &  YOU  I  STEPHEN  H.  WILDSTROM 


sta's  Upgrade:  Not  Worth  the  Wait 

tsoft  has  addressed  one  of  the  OS's  big  problems— but  what  about  everything  else? 


081 


J  is  a  broad  consensus  among  corporate  technology  managers  — 
d  by  many  consumers — that  new  Microsoft  products  should 
■  be  installed  until  they  have  had  their  first  major  upgrade.  Win- 
Vista,  Microsoft's  flagship  operating  system,  is  about  to  reach 
lappy  landmark  with  an  upgrade  called  Service  Pack  i.  But  will 

the  hearts  of  consumers,  corpo- 
s,  and  computer  manufacturers, 
3  far  have  largely  snubbed  Vista? 
ubt  it.  Although  the  update 
5ses  one  particularly  nasty  Vista 
im— extremely  slow  file  copy- 
er  network  links — it  adds  no 
;atures  and  makes  only  minimal 
es  to  existing  ones, 
ectations  for  Vista  SPi  may  be 
jonably  high  because  Windows 
i  such  a  successful  overhaul  in  a 
ipgrade  called  XP  Service  Pack 
ontrast,  Vista  SPl  is  mostly  a 
e  of  bug  fixes  and  performance 
ies,  many  of  which  had  been 
id  previously.  There's  a  lot  of 
vement  under  the  hood  in  the 
)f  better  stability,  security,  and 
itibility,  but  very  little  of  it  is  in  a 
isers  will  notice, 
lough  Microsoft  has  reported 
ales  of  Vista,  a  lot  of  copies  went 
porations  that  tried  the  program 
;w  weeks,  then  downgraded  to 
;w  PCs  for  consumers  and  small 
jsses  all  ship  with  Vista  installed, 
ill,  Lenovo,  and  Hewlett -Packard 
!fer  XP  on  selected  models,  and 
units  are  selhng  very  well.  While 
soft  had  planned  to  stop  ship- 
;P  this  month,  it  has  pushed  the 
ne  back  to  the  end  of  June.  Info- 
,  an  online  industry  newsletter, 
inched  a  "Save  XP"  campaign  to 


:rosoft  still  hasn't  fixed  glitches  flagged  in 
ly  test  phases,  Including  a  security  feature 
t  is  so  annoying  many  users  disable  It 


extend  its  life.  So  now,  Microsoft  hopes 
to  placate  XP  diehards  with  a  third 
service  pack  that  will  boost  the  perfor- 
mance of  their  aging  XP  machines. 
As  someone  who  has  used  Vista, 
including  test  versions,  daily  for 
nearly  two  years,  I  understand  people's 
reluctance  to  give  up  XP.  One  of  the 
problems  is  that  Vista  changed  the  way 
many  familiar  things  are  done,  often 
for  no  discernible  reason.  For  ex- 
ample, to  get  access  to  disk  drives  that 
are  shared  by  several  computers  on  a 
network,  you  can't  just  open  the  menu 
labeled  "net- 
work." Instead, 
you  must  remem- 
ber to  chck  on 
the  "computer" 
tab.  Whenever 
a  program  stops 


working,  which  is  distressingly  often, 
Vista  announces  that  it's  searching 
for  a  solution  to  your  problem,  then 
informs  you  that  it  couldn't  find  one. 
My  biggest  disappointment  is  that 
Microsoft  still  hasn't  fixed  problems 
many  Vista  users  squawked 
about  in  the  earliest  test  phases. 
One  example:  the  endlessly  an- 
noying windows  that  pop  up  and 
request  permission  to  execute 
whatever  function  you  have  just 
told  the  computer  to  do.  This 
feature,  called  User  Account 
Control  (UAC),  should  have 
been  a  godsend— it's  designed  to 
stop  malicious  software  from 
installing  things  or  making 
system  changes  without  your 
permission.  Instead,  it's  an 
out -of- control  nag.  For 
instance,  Vista  has  a  built -in 
anti- spy  ware  program  called 
Windows  Defender  that  rou- 
tinely checks  for  updates.  But 
instead  of  just  performing  the 
check  on  schedule,  Vista  comes 
back  and  asks  permission  to  give 
Defender  access  to  the  network.  Many 
users  get  so  fed  up  they  disable  UAC, 
which  defeats  the  purpose. 

Then  there  are  the  ongoing  compat- 
ibility woes.  I  recently  needed  to  burn 
a  DVD  of  recorded  TV  shows.  I  jacked 
in  three  different  burners  but  couldn't 
get  any  of  them  to  work  with  Vista. 
So  I  gave  up  and  used  an  XP  laptop. 

Eventually,  Microsoft  will  push  all 
Windows  users,  even  corporate  clients, 
to  adopt  Vista.  First,  though,  I  hope  the 
company  will  address  the  things  that 
make  Vista  so  annoying.  Even  before 
Service  Pack  i  formally  ships,  I'm  ea- 
gerly awaiting  Service  Pack  2.  i  BW  i 

BUSINESSWEEK.COM    I 

For  past  columns  and  online-only  reviews, 
go  to  businessweek.com/go/techmaven. 


FEBRUARY  4,  2008  I  BUSINESSWEEK 


U82  MEDIA  CENTRIC  I  JON  FINE 


That  Queasy  Feeling  at  Sundance 

Amid  the  excitement  over  3D,  high  anxiety  about  how  to  hold  on  to  paying  customers 


Archetypal  Sundance  moment:  It  is  backstage  after  the  screening 
of  a  hotly  hyped  film,  and  Reasonably  Famous  Producer  is  being  di- 
rected toward  a  backdoor  exit  by  Concerned  Minder.  |  CM:  (slightly 
anxious,  motioning)  Let's  go  out  this  way.  So  you  don't  get  mobbed.  | 
RFP:  (quizzical,  half- joking)  But  I  want  to  be  mobbed! 


Clearly,  it  takes  more  than  a  writ  - 
ers'  strike  and  its  attendant  angst  to 
squash  the  forces  of  ego  and  celebrity 
that  animate  this  annual  film  festival, 
which  every  January  swallows  whole 
an  entire  mountain  town  in  Utah,  along 
with  some  surrounding  acreage.  This, 
even  as  Sundance  vets  said  the  strike 
kept  some  celebs  away.  But  that's  not 
what  makes  the  business  guys'  guts 
go  queasy.  What  does  is  this  century's 
dominant  media  narrative:  an  estab- 
lished medium's  struggles  against  a 
Web  that  makes  its  products  remark- 
ably available  for  free;  the  frantic 
search  for  a  technological  silver  bullet. 
And  that  medium's  fervent  wish  that 
its  intangibles— in  this  case,  that  near- 
mystical  communion  in  a  dark  theater 
amid  a  throng  of  strangers — retain 
enough  power  to  bind  future  customers 
to  ways  of  old. 

ONLINE  PLAYERS 

Judging  by  Sundance's  attendees,  the 
fresh-faced  and  ambitious  still  con- 
gregate around  the  movie  industry's 
campfire.  This  is  a  major  point  in  the 
business'  favor;  you  won't  see  that 
crowd  at  a  radio  confab.  But  whether 
these  guys  will  make  films  or  short 
Web  video,  and  who  will  own  that 
stuff —well,  today  no  one  knows. 

You  hear  things  in  Sundance  that  you 
never  would  have  a  few  years  back.  Like 
a  programming  executive  grumbling 
about  justifying  the  inefficiencies  of  a 
hits  -  driven  business  to  the  new  breed 
of  financiers — private  equity  guys. 
(I  can't  be  the  first  to  reahze  that  the 
private  equity  model -one  smash  hit 
makes  you  rich  and  erases  bucketloads 
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of  bad  bets — closely  resembles  Holly- 
wood's.) At  a  panel  discussing  the  state 
of  video  on  the  Web,  Erik  Flannigan, 
MTV  Networks '  EVP  of  digital,  bluntly 
admitted  that  a  key  online  player  is  Bit- 
Torrent,  the  Web  protocol  that  allows 
the  sharing— some  would  say  steal- 
ing—of  large  files,  video  or  otherwise. 
He  cited  the  quality  and  quantity  of 
file  sharers'  wares,  no  matter  how  sub 


I 


i 


At  this  year's  rosa  the  sites  where 

festival,  fewer  they're  found  may 

celebrities  and  ^^^^.  "whatever  you 

many  more  ^,-,-         ■       .     ■, 

uncertainties  thmk  IS  gomg  to  hap- 

pen—lift up  the  rug. 
It's  happening,"  he  said. 

On  that  panel,  smart  things  were 
said.  The  problem  with  them,  though, 
is  the  problem  of  media  today:  Every 
wise  assertion  can  be  easily  countered. 
In  mulling  the  issue  of  layering  ads 
somewhere  into  online  video,  Flan- 
nigan mused  that  "trying  to  insert  ads 
after  the  fact" —after  consumers  are 
used  to  an  ad-free  experience  —  "is 
always  a  problem."  But  this  is  exactly 
what  cinema  owners  did,  and  mov- 
iegoers long  ago  stopped  booing. 


Dmitry  Shapiro,  founder  of  video : 
Veoh,  impressed  me  by  touting  Ve 
recommendations  engine,  which  1 
you  find  videos  you  might  like  basi 
what  you've  seen,  a  la  music  sites !  W 
Last.fm.  Later  someone  pointed  o 
that  musical  taste  is  partially  matl 
ematical— melodic  arrangements, 
harmony  are  numeric  patterns— a 
thus  more  translatable  to  algorithi 
than  what  pleases  your  eye.  (I'mni 
sure  I  agree,  but  that  I'm  still  thinlifbm 
about  it  means  something.) 

Oh,  yeah,  that  search  for  a  silvewllie 
let:  At  Sundance  I  caught  an  actua,  „( 
movie,  the  concert  film  U2  3D,  cuti, 
from  the  massively  successful  Irisif '"' 
band's  2005  South  Amei|, 
tour.  The  film  was  gorge: 
refreshingly,  few  object, 
people  popped  out  at  yc  _ 
although  at  one  point  B' 
reached  so  far  out  of  thci 
screen  that  you  could  pi 
cally  smell  what  was  un 
his  fingernails. 

DreamWorks  CEO  Jefefcce 
Katzenberg,  among  othl  ion 
is  agog  about  this  new  g  1 
eration  of  3D.  This  is  paj; 
because  3D  is  pretty  pini||,a 
proof:  It  won't  look  anywhere  neai. 
as  good  at  home  as  it  does  on  a  mc 
theater's  big  screen  even  if  you  ha^me 
massive  TV  and  3D  glasses.  I  don't 
for  U2,  but  the  experience  was  unc 
able .  For  a  brief  time ,  a  thousand  c  1 
sat  agape  in  the  dark,  utterly  sub-  "Jim 
merged  in  an  ocean  of  visual  deligk 
(In  3D,  it  did  feel  like  an  ocean.)  FO' 
brief  time  at  Sundance,  no  one  cheiliCr 
e-mail  or  chatted  on  the  cell. 

What  will  it  take  for  the  movie  g  f  ,1 
to  hold  on  to  that?  I BW I 
-JlSor 
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OPINION 


DE  WALL  STREET  I  GENE  MARCIAL 


ORDING  LOWER 
IBERS  LATELY 

iCK  PRICE  (DOLLARS) 


1,  a  World  Beater  in  Meters 

(ITRI)  isn't  a  household  name,  but  it  is  the 
.1  leader  in  advanced  meter -reading  gear  for 
;ting  and  analyzing  data  on  electricity,  natural 
nd  water  use  in  residential,  commercial,  and 
industrial  locations. 
Itron  sells  its  com- 
puterized, handheld 
data- collection  devices 
and  automatic  meters 
to  some  3,000  utilities. 
With  a  6 0%  market 
share  in  North  America, 
"Itron  is  the  best  pure 
n  end-to-end  smart  metering,"  says  Steven 
2St,  chief  strategist  at  DivineCapitalMarkets, 
1  owns  shares.  Of  the  2.5  billion  meters  in  the 
1,  he  notes,  85%  are  the  old  electromechanical 
which  suggests  to  him  that  a  robust  replace- 
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ment  business  lies  ahead.  Itron  stopped  making 
the  electromechanicals  in  2005.  In  December  the 
company  won  a  $480  million  contract  from  Edi- 
son International's  Southern  California  Edison  to 
provide  it  with  new  meters  and  associated  systems. 
Itron's  recent  purchase  of  Luxembourg's  Actaris 
gave  it  a  17%  share  of  the  global  electric  metering 
business,  23%  of  gas,  and  16%  of  water.  John  Quealy 
of  Cannacord  Capital  says  Itron  is  one  of  his  "best 
ideas"  for  2008.  He  sees  the  stock,  down  from  109 
in  October  to  80  on  Jan.  23,  rising  to  120  in  a  year. 
He  estimates  Itron  earned  $2.67  a  share  in  2007  and 
should  make  $3.30  in  2008  and  $4  in  2009.  He  says 
the  utilities  need  Itron's  "efficient  technologies"  to 
cut  costs  and  boost  efficiency. 


&A  Helps  Land 
inse  Deals 

■ecession  fears  rising, 
ion-resistant  stocks 
demand.  One  that 
fit  the  bill  is  SM&A 
5),  a  consulting  outfit 
sips  technology, 
>e,  and  aerospace 
inies  win  govern - 
contracts.  Demand  for 
ii's  planning  and  strat  - 
Ip  is  driven  more  by 
:ermined  budgets  than 
economy,  says  George 
1  of  Craig -Hallum 
il  Group  (it  did  busi- 
rith  SM&A),  who  rates 
y.  One  SM&A  client  is 
'hich  won  an  18 -year, 
Uion  contract  from  the 
il  Aviation  Adminis  - 
1  to  set  up  a  new,  more 
ite  system  in  tracking 
er,  terrain ,  and  flight 


RECESSION 
RESISTANT? 

STOCK  PRICE  (DOLLARS) 
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information.  Tim  Brown  of 
Roth  Capital  Partners  rates 
SM&A,  now  at  5.28,  abuy, 
with  a  12 -month  target  of 
8.50.  He  sees  it  earning  49(t 
a  share  in  2008  and  580  in 
2009VS.  2007's36(t. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


Time  to  Check  Out 
Check  Point 

Although  Check  Point  Soft- 
ware Technologies'  (CHKP) 
security  products  are  a  high 
priority  for  many  compa- 
nies seeking  to  protect  Web 
networks,  its  stock  has  slid 
from  26  in  October  to  20  on 
Jan.  23.  A  concern  is  that 
corporate  outlays  will  shrink 
because  of  a  slowdown.  But 
Richard  Parower  of  invest  - 
ment  firm  J&W  Seligman, 
which  owns  shares,  says  the 
drop  is  a  chance  to  buy  at  a 
discount.  There's  "at  least 
a  30%  upside  in  the  stock 
over  the  next  12  months," 
he  says.  Ramat  Gan  of 
investment  firm  Friedman, 
Billings,  Ramsey,  who  rates 
the  stock  "outperform,"  says 
the  company's  "beefed-up 
VPN/Firewall  and  corporate 


DOWN  A 
STEEP  SLIDE 

STOCK  PRICE  (DOLURS) 
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security  fears"  will  help  in  a 
possibly  soft  environment  in 
20o8's  first  half.  He  sees  the 
stock,  now  at  21.22,  hitting 
31  in  a  year.  He  forecasts 
2008  earnings  of  $1.72  a 
share,  up  from  an  estimated 
$1.58  in  2007.  IBWI 
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businessweek.com/investor  at 
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YOUNG  AMERICA'S 


GREAT  EXPECTATIONS 


"The  Economics  Driving  the  Youth 
Vote,"  our  Jan.  21  Cover  Story,  was 
a  response  to  the  strong  turnout  in 
Iowa  of  young  people  for  the  youngest 
Presidential  candidate,  Senator  Barack 
Obama  (D-IIL).  The  article  examined 


TTMy'r*  c«llad  the  Mlllannltl*— and 
ttwy'ra  tod  up.  Why?  Try  angst 
about  (Ob*.  h««tth  car*,  and  dabt 
Now  thay'ra  gattlns  pd*  to  llalon 


the  forces  driving  America's  43  mil- 
lion Millennials,  the  18-  to  29 -year - 

olds  also  called  Gen  Yers.  It  described  — — 

this  generation's  collective  economic  

angst— about  debt,  medical  care,  Social  Security,  and  the  lack  of  decent -pay- 
ing jobs.  Reader  reaction?  Online  and  off,  it  quickened  into  a  debate  between 
the  Gen  Yers,  who  believe  they've  inherited  an  economic  mess,  and  baby  boom- 
ers and  Gen  Xers,  many  of  whom  complain  about  what  they  see  as  Millennials' 
sense  of  entitlement.  For  the  record,  our  story  was  produced  by  a  multigenera- 
tional  team  of  reporters  and  editors.  We  never  argued— honest.  -Michelle  Conlin 


I  graduated  from  college 
back  when  unemployment 
was  12%  and  begged  for 
my  first  job  out  of  college: 
washing  dishes  at  a  Steak  n 
Shake.  I  didn't  have  health 
insurance  until  I  got  my  first 
"real"  job  at  25.  There  is  no 
reason  for  young  people  to 
expect  everything  to  come 
to  them  at  once.  Wasn't 
then,  isn't  now. 
Screen  name:  Oh  Come  On 

Now  that  they  realize  the 
world  isn't  perfect,  [Gen 
Yers]  are  angry.  What  do 
you  think  got  the  hippies 
in  a  huff  and  the  Gen  Xers 
grumpy?  Get  in  line. 
Screen  name:  Bill 
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The  article  points  out  the 
unprecedented  economic 
challenges  facing  Gen- 
eration Debt  and  how  we're 
fighting  to  change  the  status 
quo.  Yes,  we  feel  "entitled" : 


BusinessWeek 


entitled  to  job  security,  af- 
fordable education,  health 
care ,  and  retirement — all 
the  "luxuries"  previous 
generations  were  afforded 
by  way  of  the  government  or 
employers. 
Screen  name:  Rachel 

I  am  surrounded  by  families 
whose  college -age  children 
are  accruing  debts  at  Madi 
speed  while  vacationing  in 
exotic  locales  during  spring 
breaks . . .  and  who  do  not 
work  during  the  academic 
year  or  in  the  summer.  The 
spiral  of  debt  among  the 
young  is  symptomatic  of  a 
mysterious  sense  of  entitle- 
ment. Getting  into  debt  is 


not  synonymous  with  g 
ting  an  education. 
Mary  Engelman 

CHERRY  HILL,  N.J. 


1 
I 


ii 


We  Gen  Yers  feel  angryi 
that  we  have  been  hano 
such  huge  problems  thi 
the  previous  generatioi) 
not  have  the  courage  ta* 
with.  What  makes  us  6' 
more  angry  is  that  whe 
ask  our  leadership  quesJ 
regarding  these  probleK 
we  get  unclear— politib 
answers.  I  want  straight 
answers,  well- defined  n' 
tions,  and,  most  imponi 
follow-through. 
Screen  name:  Mafoo 

Thank  goodness  for  thi*" 
powerful  Echo  Boom  g< 
eration.  Many  of  us  bo( 
are  sick  of  the  strangle) ' 
the  party  Establishmer 
have  on  public  poUcy. 
Maybe  Gen  Yers  can  he 
take  our  country  back. 
Screen  name:  Marge 
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without  attachments.  Writers 
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ning phone  numbers.  We  reserve 
the  right  to  edit  letters  for  clarity 
and  space  and  to  use  them  in  all 
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he  Welch  team  (The 
1  Way,  Jan.  2l)  define 
ifference  between  lead- 
id  managing.  While 
is  overlap,  the  core  of 
latter  is  this:  One  per- 
!ads  people,  the  other 
ges  things.  In  other 
s,  a  good  manager  does 
ling  right.  A  true  leader 
the  right  thing, 
/l/eidner 
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o's  Afraid  of  Mideast 
!y?"  (In  Depth,  Jan. 
rrectly  points  out 
he  fund  managers  of 
[iddle  East  don't  have 
1  experience  work- 
1  massive  projects, 
tier  problem  is  that 
eople  in  the  region  are 
ited  to  imderstand  the 
lacies  of  global  trade. 
Middle  East  rehes 
[y  on  migrant  manag- 
Ito  come  to  the  area  for 
.aratively  good  salaries, 
(leave  as  soon  as  there 
r  problem, 
h  Name:  Satyendra  Gupta 


BUCKS 


^NGIT 
RK  AGAIN 


t  Starbucks  ("Howard 
tz's  Grande  Chal- 


lenge," News,  Jan.  21):  To  me 
the  problem  is  obvious.  The 
chain  has  decided  to  become 
the  office  away  from  the  of- 
fice for  folks  who  rove,  with 
people  sitting  around  for 
an  hour  and  up  after  buying 
just  one  item. 

When  I  want  a  cup  of  cof- 
fee, I  don't  want  to  have  to 
stand  to  drink  and  enjoy  it. 
Nor  do  I  want  to  hear  busi- 
ness conversations  going  on 
around  me. 

When  I  walk  by  a  Star- 
bucks or  Panera  outlet  and 
see  that  the  place  is  not 
enjoy-my-coffee-friendly,  I 
walk  past.  I  don't  go  out  for 
lunch  just  to  listen  to  some  - 
one  else  discuss  business. 
Jerry  Bellandi 

GAM  BRILLS.  MO. 

It  seems  to  me  that  Star- 
bucks is  now  the  Microsoft 
of  the  coffee  business.  My 
prediction,  however,  is  this: 
Though  it  won't  be  easy,  the 
company  will  return  to  its 
roots  and  bring  home  better 
results. 
Screen  name:  Tadashi  Suzaki 

IVY  LEAGUE  WEALTH 

HARVARD'S  PRESIDENT 
RESPONDS 

I  have  communicated 
directly  with  the  group  of 
pubUc  -university  provosts 
who  wrote  to  BusinessWeek 
("Educational  Excellence, 
Without  Ivy,"  Outside  Shot, 
Jan.  14)  about  views  inac- 
curately attributed  to  me  in 
"The  Dangerous  Wealth  of 
the  Ivy  League"  (In  Depth, 


Dec.  10, 2007).  But  I  would 
like  to  express  to  Business- 
Week's broader  readership 
that  the  mischaracterization 
of  my  beliefs  through  out- 
of- context  quotations  and 
erroneous  insinuations  has 
created  a  serious  misim- 
pression  of  my  views. 

I  have  the  greatest  respect 
for  our  pubUc  universities 
and  their  enormous  capac- 
ity to  advance  the  progress 
of  science,  and  I  believe  that 
the  partnership  of  pubhc 
and  private  universities  in 
both  research  and  educa- 
tion is  central  to  the  success 
of  the  American  system  of 
higher  education. 

I  did  not  say  and  emphat- 
ically do  not  believe  that 
our  leading  public  universi- 
ties, which  have  been  so 
important  for  so  long  to  the 
nation's  scientific  enter- 
prise, should  somehow  cede 
the  field  to  well -endowed 
private  institutions. 

At  a  time  of  extraordi- 
nary scientific  promise  and 
declining  federal  support, 
pubUc  and  private  universi- 
ties need  to  work  together 
to  meet  the  challenges  that 
confront  us  aU. 

Those  interested  in  an 
accurate  representation  of 
my  views  about  the  inter- 
dependence of  all  of  higher 
education  might  look  at  my 


Oct.  12, 2007,  inaugural  ad- 
dress, available  at  www. 
president.harvard.edu/ 
speeches/faust/07ioi2_ 
installation.html. 

Drew  Gilpin  Faust 
President,  Harvard  University 

CAMBRIDGE,  MASS. 

Editor's  note:  Upon  review 
of  the  tape-recorded  conver- 
sation between  our  reporter 
and  President  Faust,  we 
believe  we  reported  her  com- 
ments fairly. 

Asked  specifically  how 
lesser  endowed  universi- 
ties can  survive,  given  the 
resource  advantages  of  the 
Ivy  Plus  schools,  President 
Faust  identified  the  deci- 
sion of  some  institutions  to 
"emphasize  social  science  or 
humanities  and  have  science 
endeavors  that  are  not  as 
ambitious  as  those  of  some 
of  the  institutions  you've 
been  talking  with.... "She 
concluded  that  "those  kinds 
of  balances  are  one  thing," 
by  which  we  understood  her 
to  mean  that  such  balances 
are  one  thing  the  institutions 
could  do  to  survive. 

President  Faust  did  not, 
however,  say  such  schools 
would  be  wise  to  use  that 
strategy,  a  word  we  used 
(without  quotation  marks)  to 
characterize  her  comments. 
We  appreciate  her  clarifica- 
tion of  her  remarks.  IBWI 


The  core  of  the  matter  is  this:  ...A  good 
manager  does  the  thing  right.  A  true  leader 
does  the  right  thing,  evertweidner 
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086  BOOKS  I  EAMON  JAVERS 


Your  Tax  Dollars  at  Work 


An  acerbic,  sometimes  strident  polemic  about  how  a  very  few  have  gotten  a  great  deal  richer 


Most  people  will  remember  that  President  George  W.  Bush  once  was  a 
part-owner  of  the  Texas  Rangers  baseball  team.  Some  might  even  re- 
call that  Bush  and  his  partners  sold  the  team  in  1998  for  a  $164  million 
profit.  But  New  York  Times  investigative  reporter  David  Cay  Johnston 
makes  an  argument  that  few  will  have  heard  before.  Bush  and  his  team 


team,  argues  Johnston,  made  their 
profits  not  by  building  their  business 
but  by  extracting  taxes  from  fellow 
Texans.  In  his  new  book,  Free  Lunch: 
How  the  Wealthiest  Americans  Enrich 
Themselves  at  Government  Expense 
(and  Stick  You  with  the  Bill),  Johnston 
deconstructs  the  Rangers  episode 
as  an  example  of  what  he  sees  as  a 
pervasive  trend:  the  tendency  of  the 
nation's  monied  elite  to  bend  the  rules 
of  capitahsm  for  their  own  benefit.  In 
the  case  of  the  Rangers,  Johnston  de- 
tails each  of  the  subsidies  the  baseball 
team  won  from  the  state,  including  an 
interest-free  rent -to -own  stadium 
deal  financed  in  part  by  a  state  sales  tax 
hike.  Johnston  says  taxpayer  subsidies 
paid  to  Bush's  ownership  group  totaled 
$202.5  miUion— $38.5  million  more 
than  their  profit  when  they  sold  the 
team.  Subsidies  like  the  Rangers  deal, 
Johnston  writes,  are  "just  a  govern- 
ment sponsored  transfer  of  wealth 
from  the  many  to  the  few." 

Johnston  sounds  that  theme  again 
and  again,  a  populist  kick  in  the  gut 
that  uses  the  tools  of  the  investigative 
reporter's  trade:  disgruntled  sources, 
deep  document  dives,  and  the  author's 
aggressive  skepticism.  If  there's  a  fault 
in  the  work,  it's  the  author's  occasion- 
ally shrill  tone,  which  may  turn  off 
rather  than  persuade  some  readers. 

Free  Lunch  is  a  sprawling  project. 


Johnston  rails  against  lobbying,  outsourcing, 
tax  loopholes,  stock  option  backdating,  and 
more— and  that's  just  the  first  few  pages 
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In  just  the  first  few  pages,  Johnston 
rails  against  lobbying,  outsourcing, 
federal  tax  loopholes,  private  military 
contractors,  stock  option  backdating, 
and  the  politicization  of  the  Justice 
Dept.  He  quotes  fictional 
Wall  Street  raider  Gordon 
Gekko  (unfavorably)  and 
Jesus  Christ  (favorably). 
He  all  but  predicts  violent 
revolution  will  result 
from  continued  global 
job  outsourcing.  If  the 
reader  can  keep  all  the 
details  straight— John- 
ston goes  deep  into  the 
intricacies  of  HMOs, 
energy  markets,  and  even 
the  retail  sporting  goods 
industry— what  emerges 
is  a  mountain  of  evidence  that  free 
markets  aren't  always  free. 

The  book  veers  off  course  when  the 
Pulitzer  Prize -winning  reporter  stops 
crafting  insightful  journalism  and 
starts  writing  overwrought  speeches. 
The  dominant  group  of  politicians  in 
Washington,  Johnston  opines,  "work 
to  create  a  paradise  of  corporate  social- 
ism for  the  few."  Elsewhere  he  says  that 
executives  in  the  stock  option  backdat  - 
ing  scandal  "differ  from  bandits  only 
in  that  they  wielded  pens . .  .instead 
of  pointing  pistols."  And  he  pushes 
the  material  beyond  a  simple  poUcy 
debate  into  the 
realm  of  ethics, 
circling  back  to 
Bible  quotations 
to  show  that 
the  rich  aren't 
just  self- inter- 


,  LUNCH 


II 


estedbut  immoral.  After  detailing 
subsidies  that  he  charges  were  un 
doled  out  to  sporting  goods  chain 
Cabela's,  he  quotes  Jeremiah  22:1 
"Woe  unto  him  that  buildeth  his  1 
by  unrighteousness."  In  a  policy  b 
that's  laying  it  on  pretty  thick. 

Even  so,  the  penetrating  anecdi 
carefully  researched  by  Johnston 
and  his  team  of  reporters  make  th 
compeUing  look  at  just  how  the  g; 
can  be  altered  to  serve  the  wishes 
the  well-connected 
The  author  reveals  Y 
homeowners'  title  ii 
ance  is  larded  with  i 
necessary  costs  for  1 1 
buyers,  how  goverru  * 
subsidies  prop  up  a  j 
golf  course  in  Orego  1 
and  even  how  Warrt 
Buffett'sGEICOins 
ance  company  got  $<) 
million  in  subsidies  -' 
$40  million  call  ceni 
In  one  chapter  he  ar 
that  home 
companies! 
benefit  fro 
hidden  suti; 
sidy,  too;  v(< 
they're  ult! 
mately  sell 
a  service— 
response— 
they  pay  nothing  to  provide.  Wor  1 
he  says,  the  thousands  of  false  aldi 
actually  make  communities  less  J 
since  the  cops  handUng  them  areH 
on  1?he  beat  deterring  real  crimes 
Particularly  galUng  to  Johnstom 
that  some  industries  dipped  into 
government  trough  at  a  time — 19. 
the  present— when  the  vast  majoi 
Americans'  share  of  national  incc 
declined  slightly,  while  it  skyrock  \ 
for  those  at  the  very  top.  The  rich  | 
they  say,  get  richer.  Johnston  argi 
that  government  is  to  blame.  IBW 


Free  Lunch:  How  the 
Wealthiest  Americans 
Enrich  Themselves  at 
Government  Expense 
(and  Stick  You  with 
the  Bill)  by  David  Cay 
Johnston;  Portfolio; 
323pp;  $24.95 
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IT'S  ABOUT 
MONEY. 

EARNING  IT. 
INVESTING  IT. 
SPENDING  IT. 


BusinessWeek  TV, 

our  nationally  syndicated 
program,  delivers  actionable 
insight  into  personal  finance 
and  lifestyle  topics. 

Tune  in  for  the  full  show 
this  weekend,  or  catch  clips 
anytime  on  the  Web. 


BusinessWeek 


TELEVISION 

Airs  Saturday/Sunday  nationwide. 

View  video  clips  and  find  your  local  station  and 

airtime  by  zip  code  at  businessweektv.com 
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Chief  Executive  Officer-in-Chief 

The  President  needs  the  same  skills  as  a  top-notch  CEO— only  sharper 


What  characteristics  would  you  say  are 
most  important  when  choosing  a  com- 
pany CEO  or  the  next  U.S.  President? 

Simplicio  D.  Victoria 
LOS  ANGELES 

If  only  you'd  lopped  off  the  last  part  of 
your  question!  Business  leadership  is 
something  we've  discussed  in  this  col- 
umn for  two  years  now.  But  Presidential 
leadership— that's  another  matter. 

Or  is  it  ?  When  your  e-mail  arrived, 
our  first  thought  was  that  CEOs  and 
Presidents  operate  in  worlds  vdth  dif- 
ferent stakes,  rules,  and  values.  But  a  re  - 
view  of  our  six  key  business  leadership 
characteristics  changed  our  thinking. 
And  while  we  would  never  claim  to  have 
special  insight  into  the  Presidency, 
we've  come  to  beheve  there  is  more 
overlap  than  not  between  running  a 
company  and  running  the  country. 

Take  authenticity,  the  foremost 
quahty  business  leaders  must  possess. 
It's  equally  crucial  for  a  President,  and 
for  the  same  reason:  trust.  When  a 
President  is  trying  to  promote  a  major 
initiative  or  lead  through  a  crisis,  the 
nation  can't  be  embroiled  in  a  debate 
about  his  or  her  sincerity.  Remember 
when  Senator  Clinton's  eyes  misted 
over  before  the  New  Hampshire  pri- 
mary? The  veracity  other  tears  fixated 
the  country.  Without  doubt,  every 
candidate's  realness  will  be  scrutinized 
before  Nov.  4.  But  a  sitting  President 
should  be  nules  past  such  doubt. 
People  may  disagree  wdth  him  or  her  on 
the  merits,  but  never  on  the  motives. 

Having  the  vision  thing,  as  it  has 
come  to  be  known,  is  the  next  univer- 
sal leadership  characteristic.  Business 


Here's  how  six  key  business  leadership  traits 
—crucial  for  r'unning  a  company— translate 
into  running  the  country 


leaders  can  improvise  in  fast  -  changing 
markets,  but  ultimately,  a  clearly  con- 
ceived, inspirational  mission  is  critical 
for  real  progress,  and  the  same  goes  for 
a  President.  And  as  in  business,  having 
a  Presidential  vision  doesn't  mean  an- 
nouncing: "Here's  where  we're  going." 
It  means  making  the  case  until  Presi- 
dential tonsils  bleed,  with  a  story  that 
says:  "Here's  how  our  destination  wUl 
make  hfe  better  for 
our  nation  and  for 
you  personally." 

An  innate  ability 
to  hire  great  people 
is  the  third  char- 
acteristic CEOs 
and  Presidents 
can't  live  without. 
And  not  just  hire 
them  but  utilize 
them— challeng- 
ing them  for  new 
ideas  and  deeper 
insights.  Now,  this 
is  straightforward 
in  business,  where 

leaders  employ  their  direct  reports,  and 
thus  have  the  clout  to  remove  incompe- 
tents and  resisters.  But  Presidents  face 
a  tougher  scenario.  They  appoint  direct 
reports  who  inherit  staffs  that  may  not 
support  the  Administration's  agenda. 
So  they  have  to  pick  Cabinet  members 
who  can  engage  and  motivate  reluctant 
teams.  Further,  Presidents  need  the 
courage  and  discipline  to  dispatch  Cab- 
inet members  who  fall  short— whether 
it  opens  a  poUtical  can  of  worms  or  not. 
Fourth  comes  resiUence— the  capac- 
ity to  boimce  back  after  defeat  without 
feeling,  well,  defeated.  CEOs  regu- 
larly get  the  wind 
knocked  out  of 
them;  for  Presi- 
dents, double  it. 
Historian  Doris 
Kearns  Goodwin 
wrote  that  the 


best  American  Presidents  have  all  I 
able  to  learn  from  their  mistakes, 
resilience  at  it's  best:  Every  time  y  j 
fail,  you  get  back— wiser— on  that 
Fifth,  effective  CEOs  have  the  u  I 
ny  ability  to  see  aroimd  corners.  T 
can  feel  market  shifts  in  their  fingt 
Such  a  skill  is  even  more  importar 
a  President,  given  the  world  we  liv 
But  we're  not  just  thinking  of  hoir  I 
security.  Immigratioi  I 
entitlements  also  der  I 
prescient  leadership. 
CEOs  who  can  see  arc  I 
corners  have  an  advai  | 
they  can  act  quickly.  1 
Presidents,  seeing  aid 
corners  means  somet  I 
more:  galvanizing  bipijj 
san  support .  That's  h  f 
by  an  order  of  magnit  j 
And  finally,  like  an  [ 
CEO,  a  President  mu  J 
execute.  It  doesn't  m  j 
if  a  leader  generates  i 
or  channels  it  througil 
others.  What  mattenl 
that  promises  get  kept  and  plans  \ 
completed,  whether  it's  moving  a  | 
through  Congress  or  managing  a 
like  a  war  or  a  hurricane. 

Look,  when  the  primary  voters  i| 
the  poUs  on  Super  Tuesday,  Feb.  5 
will  be  focused  on  the  issues  that . 
them  to  one  of  their  party's  candii:  j 
or  another.  But  in  November,  whe  \ 
the  general  election  is  down  to  twi 
candidates— or  maybe  three- anc 
factor  on  the  decision  screen  shoi  | 
leadership.  Its  characteristics,  inl 
corporate  world  and  the  pohtical :  j 
are  universal— and  unmistakable. 

BUSINESSWEEK.COM  I 

Jack  and  Suzy  Welch  await  your  question  j 
E-mail  them  at  thewelchway@business- 
week.com.  For  their  VIDEO  PODCAST,  g<  I 
businessweek.com/search/podcasting.^  I 
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46% 


According  to  Forrester  Research,  more  than  half  the  enterprise 
companies  in  North  America  and  Europe  rely  on  Dell 
for  notebook  and  desktop  computers. 
Who  do  you  rely  on? 

-How  Enterprise  Buyers  Rate  Their  PC  Suppliers  And  Wfiat  it 
Means  For  Future  Purciiases,  Forrester,  November  2007. 


GET  YOUR  FREE  COPY  OF  FORRESTER'S  REPORT  At 

DELL.COM/Numberone 


Actual  Forrester  quote:  "Dell  is  clearly  the  No.  1  enterprise  desktop  and  laptop  supplier."  Survey  question:  "From  which  vendor 
did  you  purchase  desktops  in  the  last  12  months?"  Base:  565  PC  decision-makers  at  North  American  and  European  Enterprises. 


Burlingame  Publj 


)7742685  3 


I 


MELTDOWN 

FOR  HOUSING,  THE  WORST  IS  YET  TO  COME 


BY  PETER  COY 


BBGDD  ******CR-LOT  009'<  a**c-flflK 

IIIIUllllllMlllllllH 

iLIHGfiME  PUBLIC  LIB  '  ^*^*' 

"  PRIMROSE  RD 
LINGflME  Cft     94010-4f  jLIRRAP  "^ 


MYSTERY  OF  THE 
MISSING  iPHONES  025 

THE  WOUNDED 
DEAL  ECONOMY  030 


we 


Xerox  Global  Services  professionals  can  transfer 
while  driving  up  productivity.  Result?  Improved  I 


Organizations  waste  millions  on  managing  the  flow  of  documents 
from  digital  to  paper  and  bock  again.  Xerox  Global  Services 
professionals  create  efficiencies  by  streamlining  those  processes, 


upgrading  document  technologies  and  finding  better  ways  f  * 
and  their  resources  to  work  together.  For  example,  our  doci , 
assessments  examine  workflow  and  technology  compi 


xerox.com/millions  1-800-ASK-XEROX 
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r  firm's  document  processes  to  create  revenue 
bottom  lines.  There's  a  new  way  to  look  at  it. 


ur  enterprise.  Once  our  analysis  is  done,  we  offer  a 
nsive  range  of  document  services  and  outsourcing  to 
our  assets  and  improve  business  performance.  Our  methods 


have  helped  Owens  Corning,  Intercontinental  Hotels  Group 
(IHG)  and  others  realize  millions.  For  a  complete  portfolio  of  our 
services  and  case  studies,  visit  us  today  at  xerox.com/milllons. 
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Every  seemingly 
insurmountable 
obstacle  is 
really  just  a 
thousand  simple 
and  solvable 
problems.* 


Find  the  positive  side  of  change.  Let  us  help  you  turn  the  complex  issues  of  tax,  accounting,  nnanaging  growth,  technolo 
operational  improvement  into  opportunity.  What  v\/ould  you  like  to  change?  Visit  pwc.com/change 
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Building  in  L^s 
Vegas:  Fourth- 
quarter  residential^^ 
construction  fell 
at  a  24%  rate 


THE  FED  STRIKES  AGAIN 

Meek?  Not  Ben  Bemanke.  The  Fed  chief  and  his 
colleagues  cut  the  federal  funds  rate  and  the  discounli' 
rate  by  half  a  percent  on  Jan.  30,  just  eight  days  after  ^ 
a  surprise  three-quarter-point  cut.  The  question  is  '  * 
whether  the  Fed's  efforts  will  be  enough.  The  econor  - 
grew  at  an  annual  rate  of  just  0.6%  in  the  fourth  |» 
quarter,  half  as  much  as  expected.  Falling  home  price 
are  zapping  consumer  spending.  Worse  yet,  there's 
no  end  in  sight  for  the  housing  bust.  Prices  nationalK  '"' 
could  fall  an  additional  25%  before  hitting  bottom.  1 
Meanwhile,  credit  agencies  are  racing  to  keep  up:  S^  ' 

if-ra 

is  cutting  or  reviewing  its  ratings  on  $534  billion  in 

mortgage  securities.  1  BW  t  page  oeo  "Bernanke-s  New  Entourag*^  ^ 


STATE  OF  THE  UNION  |^ 

In  a  speech  that  was  all  but 
overshadowed  by  jockeying  forJ  ~ 
position  among  his  potential  , ... 
successors,  President  George  t  , 
W.  Bush  delivered  his  last  Statet  < 
of  the  Union  address  on  Jan.  2E2 , 
Confounding  speculation  that  hT|^^ 
focus  on  the  economy,  he  devo/\ 
more  of  the  speech  to  a  defensi 
of  his  Iraq  strategy.  But  he  did  i 
press  the  Democratic-control 
Congress  to  pass  a  streamlinew^  -j." 
economic  stimulus  bill,  approve*! ,  ' 
trade  agreements  in  the  Ameri-f 
cas,  and  make  his  earlier  tax  cu 
permanent.  Democrats  seem  ir 
mood  to  cooperate  with  the  I; 
duck  Administration. 


8rtn 


BIG  TROUBLE  IN  FRANCE 

Could  a  rogue  trader  be  the  uru, 
ing  of  Societe  Generate?  The  F 
is  bank  disclosed  on  Jan.  24  th 
it  lost  more  than  $7.1  billion  on 
trades  by  a  31  -year-old  empio) 
Jerome  Kerviel.  The  jobs  of  CE 
Daniel  Bouton  and  other  top  bi 
are  in  jeopardy,  although  the  b< 
backed  Bouton  on  Jan.  30.  It  a 
pears  that  Kerviel's  unauthorize 


M 


otttie 
»tiei 

IN  I 

MIe 


i.Byt 


NEWS  YOU  NEED  TO  KNOW  005 


I 


les  started  in  2005  and  that 
;Gen  received  several  warn- 
;  about  his  activity.  With  the 
;k  down  49%  from  its  high  last 
',  SocGen  could  be  takeover 
,  but  the  government  says  it 
try  to  keep  foreign  predators  at 
One  scenario:  SocGen  could 
Jivided  between  rivals  BNP 
bas  and  Credit  Agricole. 
I  PAGE  021  "Christine  Lagarde  on 
SocGen  Scandal  Rocking  France" 


)  INK  AT  UBS 

ther  Euro-bank  bad  news, 
3  revealed  an  additional  $4  bil- 
in  subprime  write-offs  on  Jan. 
ind  said  it  would  report  a  loss 
lat  range  for  2007  on  Feb.  1 4. 
.1  UBS  write-offs  for  2007  now 
le  to  $1 8  billion.  That's  an  eye- 
v-raising  number,  but  analysts 
there  may  be  yet  more  red  ink 
BS  and  other  big  banks. 
lew  UBS  Writedown  Dents 
jbillty" 
<iessweek.com/magazine 


tTAL  PROBLEMS 

bo!  isn't  giving  investors  much 
Ihoop  about.  On  Jan.  29  the  In- 
et  portal  said  that  fourth-quar- 
lales  rose  1 4%,  to  $1 .4  billion 
liuding  commissions  to  market- 
partners),  but  profits  sagged 
),  to  $206  million.  What  vexed 
Street  was  a  2008  forecast  for 
ing  sales  and  further  falling 
ts  despite  savings  expected 
;  axing  1 ,000  jobs.  The  stock 

^5%  on  Jan.  30. 

\ 

ahoo's  Yodel  Turns  Into  a  Whimper" 

'essweek.com/magazine 


lEX:  GOING,  GOING... 

pt  the  Second  City— at 
when  it  comes  to  the  pits. 
iting  its  global  dominance 
i  futures  arena,  the  Chicago 
antile  Exchange  is  moving 
y  the  New  York  Mercantile 
ange,  one  of  the  world's  old- 
ommodities  bourses,  for  $1 1 
h.  But  the  Jan.  28  announce- 
of  preliminary  talks  could  lure 
re  bidders,  including  from 


overseas,  and  may  speed  the  drive 
to  create  alternative  markets. 
B  "The  CME  Makes  a  Bid  for  Nymex" 
businessweek.com/magazine 


MALONEVS.  DILLER 

The  slugfest  over  Barry  Diller's 
lAC/lnterActive  is  moving  into 
the  late  rounds.  lAC's  largest 
shareholder,  John  Malone's  Liberty 
IVIedia,  sued  on  Jan.  28  to  remove 
Diller  and  six  board  members  from 
the  company  that  controls  Home 
Shopping  Network,  Ticketmaster, 
and  IVIatch.com.  Malone  argues 
that  Diller  is  trying  to  dilute  his 
58%  voting  control  by  doing  away 
with  super-voting  shares  when 
lAG  completes  its  spin-off  into  five 
separate  companies.  Diller  calls 
the  charges  "preposterous"  but 
has  asked  a  Delaware  court  to 
confirm  the  legality  of  his  1  2-year- 
old  agreement  to  vote  Liberty's 
shares. 

B  "Malone  Moves  to  Oust  Oilier" 
buslnessweek.com/magazine 


STICK  WITH  US,  SAYS  EBAY 

John  Donahoe,  who  was  just 
named  to  succeed  Meg  Whitman 
as  eBay  CEO  last  week,  didn't 
waste  any  time  making  a  splash. 
"It  is  our  intention  to  reward 
great  sellers,"  he  said  during 


an  address  to  200  of  the  auc- 
tion site's  top  sellers  on  Jan.  29. 
Donahoe  unveiled  changes  aimed 
at  reinvigorating  shopping  activity 
and  courting  high-value  auction- 
ers.  Many  of  the  initiatives  rejigger 
eBay's  fees— for  example,  some 
sellers  will  pay  up  to  50%  less  to 
list  their  items  but  more  when  they 
make  a  sale,  thus  trimming  risk. 


A  $6.2  TRILLION  DILEMMA 

Persian  Gulf  oil  states  are  swim- 
ming in  petrodollars,  but  the  pool 
will  soon  get  much  deeper.  The  oil 
gusher  will  add  up  to  $6.2  trillion 
over  the  next  1 4  years,  based  on 
a  price  of  $70  per  barrel— that's 
more  than  triple  the  sum  earned 
during  the  previous  1 4  years.  This 
poses  a  challenge  for  policymak- 
ers in  Bahrain,  Kuwait,  Oman,  Qa- 
tar, Saudi  Arabia,  and  the  United 
Arab  Emirates.  Flooding  global 
markets  with  petrodollars  could 
pump  up  asset  prices  and  lead  to 
profligate  lending. 
□  McKinsey  Global  Institute 


NEW  BOSS  AT  LEGG  MASON 

Investors  yanked  more  than  $5 
billion  from  Legg  Mason's  fund 
managers  last  year,  including  Bill 
Miller,  whose  Legg  Mason  Value 
Trust  has  underperformed  for 


Prosecutors 
speak  to  the 
press  in  Paris 
about  SocGen's 
rogue  trader 


Total  difference 
between  what 
eBay  buyers 
paid  and  what 
they  indicated 
they'd  be 
willing  to  pay, 
according 
to  university 
research 

Data:  Reuters 
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WHERE'S  THE 
SIZZLE? 


OCT.  29,  07  JAN.  29,  08 

Data;  Bloomberg  Financial  Markets 


two  years  after  beating  the  S&P 
500  for  1 5  straight.  So  it  seems 
the  right  time  for  a  change:  The 
Baltimore  money-management 
firm  named  Mark  Petting  as  its 
new  CEO  on  Jan.  28.  Petting,  a 
30-year  veteran  of  the  industry, 
inherits  a  complicated  turnaround 
effort.  Outgoing  CEO  and  co- 
founder  Raymond  "Chip"  Mason 


swapped  his  firm's  brokerage 
force  for  Citigroup's  fund  unit  in 
2005,  but  improving  performance 
at  the  old  Citi  funds  has  proven 
easier  said  than  done.  Meanwhile, 
Marsh  &  McLennan  named  insur- 
ance veteran  Brian  Duperreault  its 
new  CEO  on  Jan.  31. 


BLACKSTONE  BACKS  AWAY 

Blackstone  Group  has  been  a 
leader  in  leveraged  buyouts  for 
decades.  Now  the  firm  run  by 
Steve  Schwarzman  is  becoming  a 
leader  in  providing  new  explana- 
tions for  why  deals  can't  get  done. 
Blackstone  says  it  may  not  be  able 
to  complete  a  $6.4  billion  buyout 
of  credit-card  processor  Alliance 
Data  Systems  because  banking 
regulators  want  "unprecedented 
and  unacceptable"  commitments. 
ADS,  whose  stock  plunged  35% 
on  the  Jan.  28  news,  filed  a  lawsuit 
on  Jan.  30  in  an  effort  to  keep 
the  deal  alive,  saying  Blackstone 
didn't  negotiate  hard  enough  with 
the  regulators. 


THE  IPHONE  MYSTERY 

Where  are  all  those  missing 
iPhones?  There's  a  wide  gap 
between  Apple's  reported  sales 
and  its  carrier  partners'  activa- 
tion figures.  The  biggest  reason: 
By  the  end  of  2007,  as  many  as 
1  million  iPhones,  many  more 
than  analysts  expected,  had  been 
unlocked  and  may  have  been 
linked  with  rival  wireless  systems. 
That  means  Apple  is  likely  missing 
out  on  $240  million  from  its  cut  of 
monthly  charges  with  its  partners. 
I B W  I  PAG  E  025  "On  the  Trail  of  the 
Missing  iPhones" 


PRIMARY  WATCH 

He  didn't  win  by  much,  but  that's 
good  enough:  John  McCain 
surged  to  the  front  in  the  race 
for  the  Republican  Presidential 
nomination  with  a  win  in  Florida's 
primary  on  Jan.  29.  The  onetime 
maverick  began  to  look  more 
like  an  Establishment  choice 
after  his  five-percentage-point 
victory  over  Mitt  Romney.  Hill- 


Schwarzenegg 
right,  saw  his 
health-care  pic 
shot  down  by  t 
state  senate 
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Number  of 
manufacturir' 
jobs  lost  in  tl 
past  seven 
years  in  the  i, 
states  holdirii 
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Clinton  soundly  won  the 
locratic  vote  over  Barack 
ma,  although  there  were 
elegates  at  stake.  Two 
ards,  Rudy  Giuliani  and 
I  Edwards,  faced  facts  and 
)ped  out  of  the  race. 


ETHAT,  GOVERNATOR 

)ld  Schwarzenegger  hasn't 
3red  a  setback  like  this 
e  the  original  Terminator 
squashed  by  that  industrial 
s.  On  Jan.  28  the  Califor- 
)Overnor's  health-care  plan 
shot  down  by  the  state 
ite.  It  would  have  required 
isidents  to  obtain  private 
ranee  or  participate  in  a 
3-sponsored  plan  funded 
irt  by  businesses  that 
't  offer  coverage  to  their 
cars.  Lawmakers  objected 
e  $1 4.9  billion  cost  when 
state  is  wrestling  with  an 
)ld-si2e  budget  deficit, 
plan  was  once  seen  as  a 
lyst  for  universal  coverage 
ts  on  a  national  scale. 


THEY  UNDERPAID? 

iourcing  has  long  been  a 
outton  issue,  and  charges 
companies  are  stiffing 
ers  who  to  come  the  U.S. 
sas  are  making  it  hotter 
Two  Indian  nationals  are 
3  Patni  Computer  for 
ediy  underpaying  them 
they  labored  at  State 
Insurance.  Critics  say 
underpayments  are 
Df  a  system  that  exploits 
workers  while  displacing 
citizens.  The  outcome 
i  case  could  influence 
'ay  U.S.  companies  view 
)urcing. 

»AGE  057  "Are  H1  -B  Workers 
g  Bilked?" 


IE  SETTLES 

nost  divorces,  Sallie 
5  breakup  with  J.C.  Flow- 
as  been  messy,  expen- 
and  painful.  But  the  two 


finally  agreed  on  Jan.  28  to 
scrap  Flowers'  $25  billion  offer 
to  take  the  No.  1  student  lend- 
er private.  The  terms  don't  give 
the  Flowers  group  the  clean 
break  it  wanted.  Sallie  will  drop 
its  $900  million  lawsuit  over 
the  breakup  fee.  In  exchange, 
the  investors  extended  by  one 
year  a  $30  billion  line  of  credit 
they  originally  set  up  to  finance 
the  lender  until  the  deal 
closed.  With  the  markets  hay- 
wire, Sallie  was  having  trouble 
refinancing  the  loan  before  its 
May  due  date. 


MOZILO  THINKS  AGAIN 

He's  a  target  in  dozens  of 
lawsuits  brought  by  outraged 
shareholders  and  seems  to  be 
emerging  as  the  poster  boy  for 
the  subprime  mortgage  mess. 
So  Angelo  IVlozllo,  CEO  of 
mortgage  giant  Countrywide 
Financial,  said  on  Jan.  27 
that  he'll  forgo  a  $37.5  million 
package  awarded  him  as  part 
of  the  takeover  of  Countrywide 
by  Bank  of  America.  Mozilo 
is  one  of  several  high-profile 
executives  asked  to  testify  at  a 
Feb.  28  hearing  on  executive 
compensation  by  the  House 
Committee  on  Oversight  & 
Government  Reform. 


GORE  GOES  FOR  GREEN 

From  public  servant  to  public 
offering:  Former  Vice-Presi- 


FEBRUARY  11,2008  I  BUSINESSWEEK 


m^hhum^hhsi 


Spr'mt  j!^  ahead 


Quadruplify 
yourself. 

The  Palm "  Centra  only  from  Sprint 
lets  you  e-mail,  chat,  text  and  use 
Google  Maps  so  fast,  you'll  feel  like 
there  are  more  of  you.  It's  the  smallest 
smart  device  from  Palm,  on  the  fastest 
national  mobile  broadband  network. 
That's  multitasking  at  SprintSpeed:" 


__     Ctwrwre       Cantons 

E    ^    ®- 

■^"^'        "-"'TV         ^ 


^Wg 


1-800-SPRINT-1 


sprint.com/centro  ^™) 


Fastest  claim  based  on  total  network  size  (sq.  miles)  multiplied  by  network  upload/download 
speed  capability.  User's  speed  experience  may  vary.  Coverage  not  available  everywhere.  See 
sprint, com/coverage  for  details.  Other  Terms:  The  Nationwide  Sprint  PCS  Network  reaches 
over  262  million  people.  Sprint  Mobile  Broadband  Network  reaches  over  224  million  people. 
©2008  Sprint  All  rights  reserved.  Sprint,  the  "Going  Fonward"  logo  and  other  trademarks  are 
trademarks  of  Sprint.  Palm  and  Centro  are  trademarks  or  registered  trademarks  of  Palm,  Inc. 
Google,  Google  Maps  and  the  Google  Logo  are  trademarks  of  Google  Inc. 


THE  BUSINESS  WE' 


008   NEWS  YOU  NEED  TO  KNOW 


dent  Al  Gore  plans  to  raise  up  to 
$100  million  in  an  IPO  for  Current 
Media,  parent  of  the  Current  TV 
cable  cfiannel.  Emmy  winner 
Current  TV  caters  to  the  1 8-to-34 
crowd  with  a  stream  of  user- 
generated  videos  and  other  inter- 
active programming.  It  has  grown 
from  1 9  million  viewers  at  launch 
in  2005  to  more  than  50  million 
in  the  U.S.,  Britain,  and  Ireland. 
Gore's  Current  Media  partner  is 
Joel  Hyatt,  a  Democratic  fund- 
raiser and  founder  of  the  low-cost 
Hyatt  Legal  Services  chain. 


CHINA'S  WHITE  NEW  YEAR 

They've  got  a  lot  of  things  to  worry 
about  in  China,  but  you  wouldn't 
figure  snow  was  one  of  them.  And 
then,  whammo!  Beginning  on  Jan. 
1  2,  a  series  of  freak  snowstorms 
wreaked  havoc,  killing  at  least  two 
dozen  and  inflicting  an  estimated 
$3  billion  in  damages.  Nearly  half 
of  China's  provinces  suffered 
power  shortages,  and  the  snow 
trapped  shipments  of  coal  as  well 
as  travelers  heading  home  for 


Chinese  New  Year.  The  Shanghai 

bourse  sank  7.2%  on  Jan.  28,  and 

economists  worry  the  storms  will 

cause  food  prices  to  spike, 

exacerbating  inflation. 

□  "Weather  Chills  China's  Economy" 

buslnessweek.com/magazine 


DOING  THE  SEARS  SHUFFLE 

Battered  retailer  Sears  Holdings 
disclosed  on  Jan.  28  that  CEO  Ayl- 
win  Lewis  resigned.  The  departure 
was  neither  unexpected  after  a 
restructuring  in  January  nor  much 
of  a  shift,  since  Chairman  Edward 
Lampert,  whose  hedge  fund  owns 
48%  of  Sears,  set  all  strategy.  But 
Lampert,  who  is  searching  for  a 
new  CEO,  says  he'll  step  back 
and  give  the  replacement  more 
rein.  Meanwhile  a  far  stronger  re- 
tailer, Wal-Mart,  in  a  bid  to  spiff  up 
its  perennially  problematic  apparel 
business,  shut  down  two  divisions 
and  laid  off  dozens  of  employees 
at  its  headquarters  in  Bentonville, 
Ark.— a  rare  move  for  the  giant 
company.  It  will  also  transfer  cloth- 
ing design  to  New  York. 


AVERAGE  SALARY  INCREASE  (%) 

India 

14 

Argentina 

12.7 

Indonesia 

11.3 

Russia 

11 

Egypt 

10 

Vietnam 

10 

United  Arab 
Emirates 

8.7 

Latvia 

8.5 

China 

8 

Philippines 

8 

Data:  EGA  International 
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IS  ALL  THIS  STIMULUS  NECESSARY? 

Overreaction  to  recession  fears  by  the  Fed  and  Congress  may  end  up  overheating  an 
economy  that  might  well  have  recovered  on  its  own— leading  to  rate  hikes  by  yearend 


Maybe  it's  time  to  take  a  deep  breath.  Headlines  are  blaring  recession  as  if  it  were  a  fact,  not  just  a  id 
Overseas  markets  are  tanking  on  bets  the  U.S.  will  lead  a  global  downturn.  Most  important,  U.S.  po 
cymakers,  especially  at  the  Federal  Reserve,  are  scrambling  into  emergency  mode.  Except  for  housi  | 
though,  where  the  latest  news  on  sales  and  prices  is  as  bad  as  ever,  other  data  have  been  mixed  and 
more  indicative  of  a  sharp  slowdown  in  economic  growth  than  a  broad-based  contraction  in  activiti 


That  said,  the  economy's  weak 
0.6%  growth  rate  in  the  fourth  quarter 
means  recession  is  a  clear  and  present 
danger,  and  policymakers  have  to 
manage  that  risk  by  acting  preemp- 
tively. However,  as  the  economics 
team  at  JPMorgan  Chase  recently 
put  it,  this  is  "risk  management  on 
steroids."  Longtime  economy  and 
market  watcher  Ed  Yardeni,  who  heads 
his  own  research  firm,  said  it  best  in  a 
recent  note  to  clients:  "I  don't  recall 
so  much  policy  stimulus  and  so  many 
bailout  plans  thrown  at  the  economy 
so  fast  before  there  was  compelling 
evidence  of  a  recession."  It  all  raises 
a  new  question  for  the  outlook:  Does 
this  megadose  of  anti-recession  medi- 
cine fit  the  disease  ? 

Start  with  the  Federal  Reserve's  half- 
point  cut  on  Jan.  30  in  its  target  federal 

FED  POLICY  HAS  QUICKLY 
TURNED  STIMULATIVE 


REAL  FEDERAL  FUNDS 
TARGET  RATE- 


JAN.  00  JAN.  08 

•INFLATION-ADJUSTED  USING  CORE  PCE  PRICE  INDEX 
Data;  Federal  Reserve,  Bureau  of  Economic  Analysis,  BW 


funds  rate,  to  3%,  coming  only  eight 
days  after  an  unprecedented  three- 
quarter-point  reduction.  Those  ac- 
tions take  the  inflation- adjusted  rate 
down  to  about  1%  (chart).  That  is  well 
below  the  2.4%  long-run  average  that 
is  generally  associated  with  a  neutral 
pohcy  that  neither  boosts  nor  restricts 
economic  growth.  The  cuts  put  policy 
far  into  the  stimulative  zone,  and  the 
Fed  has  taken  it  there  faster  than  at  any 
time  since  it  began  targeting  interest 
rates  in  the  mid-1980s.  Plus,  the  Fed's 
Jan.  30  statement  leaves  open  the  pos- 
sibility of  further  cuts. 

Then  there's  some  $150  billion  in 
fiscal  stimulus  on  the  way.  Right  now, 
economists  can  make  only  guessti- 
mates about  its  likely  impact,  based  on 
similar  programs  in  the  past.  There's 
uncertainty  over  how  much  of  the 
rebates  will  be  spent ,  saved ,  or  used  to 
pay  debt.  Most  believe  the  proposed 
$100  billion  in  tax  rebates  and  about 
$50  billion  in  capital  spending  incen- 
tives could  add  somewhere  between 
1  and  1.5  percentage  points  to  econom- 
ic growth  during  the  second  half. 

All  this  pohcy  power  comes  on  the 
heels  of  news  that  the  economy  barely 
grew  in  the  fourth  quarter,  measured 
by  real  gross  domestic  product.  How- 
ever, the  0.6%  headline  number  may 
be  overstating  the  weakness.  The  main 
drag,  outside  of  another  plunge  in 
home  construction,  was  a  big  swing  in 
inventories,  from  accumulation  to  liq- 
uidation. Excluding  inventories,  over- 


all demand  rose  a  far-from-weak  1 
led  by  a  sohd  7.5%  advance  in  bus: 
outlays  and  a  2%  gain  in  consumer 
spending.  That  means  stockpiles  ai 
very  lean  relative  to  sales  heading  ii 
early  2008,  which  reduces  the  char; 
of  major  production  cutbacks. 

None  of  Washington's  pump  prii 
ing  will  have  a  material  impact  onh 
much  the  economy  slows  this  qu 
and  next.  Looking  across  this  vallej 
though,  a  recovery  is  starting  to  coi 
into  view.  One  plus  from  lower  rate 
already  showing  up  at  the  heart  of  tt| 
credit  mess,  in  the  mortgage  marke 
The  average  rate  on  conventional 
30  -year  fixed  mortgages  has  fallen ) 
5.6%,  down  a  full  percentage  point 
since  last  summer.  That  may  not  b<l 
boosting  sales,  but  refinancing  act: 
ity  is  skyrocketing.  The  volume  of 
refis  on  Jan.  25  had  more  than  triplej 
since  late  December,  to  the  the  higl 
level  in  4  Vz  years.  Lower  fixed  rate! 
will  help  ease  mortgage  defaults  by 
lowering  monthly  payments  and  fa 
cilitating  the  shift  away  from  onerci 
adjustable -rate  mortgages. 

If  the  recessionists  are  wrong  am 
the  economy  plods  along  through  i 
first  half,  it  might  end  up  recoverin 
on  its  own  in  the  second  half,  just  a 
the  full  thrust  from  the  monetary  J 
fiscal  actions  kicks  in.  Before  they 
is  out,  investors  could  be  face  to  fai 
with  a  Fed  suddenly  intent  on  hikii 
rates  out  of  fear  that  an  overly  hot 
economy  will  push  up  inflation.  1 8 
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The  Siemens  answer:  The  intelhgent  factory. 

Intelligent  factories  combine  virtual  product  planning  with  factory  automation,  resulting  in  an  almost  limitless 
manufacturing  flexibility.  Siemens  can  help  industries  simulate  every  aspect  of  production,  from  product  design 
to  production  lines,  logistics  and  maintenance.  Smarter  factories  mean  better  products  at  better  prices  for 
everyone,  www.siemens.com/answers 
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INVEST  WITH  A  RETIREMENT  LEADER* 


Franklin  Templeton  Investments  has  been  helping  investors  turn  their  retirement  dreams 
into  reality'  for  more  than  half  a  century,  through  every  kind  of  market. 

For  information  on  how  our  experience  as  a  retirement  leader  can  help  put  a  smile  on 
your  face,  see  your  financial  advisor,  call  l-SOO-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE®  > 


You  should  carefully  consider  a  fund's  investment  goals,  risks,  cfiarges  and  expenses  before  investing.  You'll  find  this  and  other 

information  in  the  fund's  prospectus,  which  you  can  obtain  from  your  financial  advisor  Please  read  the  prospectus  carefully 

before  investing. 

flnvesting  in  a  Franklin,  Templeton  or  Mutual  Series  fund  does  not  guarantee  that  one's  retirement  needs  will  be  met. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 
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IE  BIG  BUSINESS 
THE  BIG  GAME 

nes  Mehring/Charts  by  Laurel  Daunls-Allen 

ordinary  fan  would  have  to  shell  out  a  week's  wages  for  a  ticket. 
)le  spend  millions  in  the  host  city,  boosting  the  local  economy, 
time  performers  benefit  from  a  spike  in  album  sales,  while  the 
sites  of  advertisers  get  blitzed  by  the  game's  TV  viewers. 


Traffic:  People  don't  just  watch  the  commercials.  They 
3  advertisers'  sites  during  and  after  the  game. 


RAFFIC  FOR  2007  SUPER  BOWL  ADVERTISERS 


PEAK  282,546 

VISITORS  A  MINUTE 


IE                1  1ST  QUARTER  [jNO  QUARTER  IhALFTIMeIsRD  QUARTER  UtH  QUARTER 

1 

.  A 

A 

I 

i 

Ld 

r ' 

^i 

£ 

r       i 

BRM. 

imi 

7P 

M. 

8  PM 

9F 

M.                    1 

OP.M, 

MILLION 


The  economic 
windfall  from 
hosting  last 
year's  Super 
Bowl  for  Miami 
and  the  South 
Florida  region. 

Data;  Sports  Managemen 
Research  Institute 


FORMERS  SCORE,  TOO 


of  Tom  Petty's  latest  solo  album,  Highway  Companion,  should  jump  after  he 
ms  with  his  band,  the  Heartbreakers,  at  this  year's  halftime  show. 


SALES  FOR 

THE  WEEK   PERCENT  CHANGE  FROM  WEEK 

AFTER      BEFORE  SUPER  BOWL 
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All  That  You  Can't 
Leave  Behind 

Up! 

All  For  You 

All  The  Best 

A  Bigger  Bang 

The  Very  Best 
Of  Prince 
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The  Price:  Officially,  tickets  cost 
$700  to  $900  for  this  year's 
Super  Bowl. 


NUMBER  OF  WORK  HOURS 
IT  TAKES  A  TYPICAL 
PERSON  TO  BUY  A  SUPER 
BOWL  TICKET* 
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What  are  the  hottest  tech  trends?  T 
neuromarketing:  Companies  that 
want  consumer  feedback  are  peerin 
into  shoppers'  heads  to  get  it— usin; 
an  MRI.  Other  highlights  in  Busines 
Week. com 's  special  report  on  tech  trends  include  the 
impact  of  the  digital  TV  deadline  and  green  science.  Go 
businessweek.com/go/o8/techtrends  for  this  and  more 
Customer  service  is  an  area  most  people  would  like  to 
see  improve— with  or  without  the  aid  of  technology.  For 
BusinessWeek's  upcoming  second  annual  ranking  of  tb 
best  customer  service  providers,  we've  created  a  forum 
where  readers  can  share  recent  experiences— good  or  be 
Go  to  businessweek.com/go/o8/service  to  sound  off. 


BUSINESSWEEK  TV 


SUPER  BOWL,  SUPER  ADS 

Football  asi(de,  the  real  excitement 
on  Super  Bowl  Sunday  involves  the 
30-second  spots.  We've  got  a  sneak 
preview  of  the  biggest  and  the  best. 

ONE  GLEAMING  COMMODITY 

Gold  keeps  going  up,  but  many  pros 
continue  to  call  it  a  buy  Is  it  the 
right  investment  for  your  portfolio? 

THEY  SHOP,  YOU  DROP 

The  status-symbol  game  isn't  just  for 
grown-ups.  Brand-conscious  teens 


are  avid  players,  too.  If  you  havenN 
heard  of  clothing  labels  like  7  Foip 
All  Mankind,  Citizens  of  Humanity 
or  True  Religion,  you  and  your  ere 
card  soon  will. 

FIGURING  OUT  FLEXTIME 

We  investigate  whether  workplai 
with  flexible  hours  actually  boosi 
productivity  and  lower  absenteei 
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Your  potential.  Our  passion 
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IT'S  ABOUT 
MONEY. 

EARNING  IT. 
INVESTING  IT. 
SPENDING  IT. 


Check  out  this  weekend's 
show  airing  Feb  2  and  3: 

SUPER  BOWL  ADS:  Get  a  sneak 

preview  of  what  some  advertisers 
have  in  store  for  the  big  game. 

GOLDEN  OPPORTUNITIES:  We  take 
a  look  at  why  gold  has  risen  in 
value,  and  hear  how  some  plan 
to  profit. 

STOP  SPOILING  THE  KIDS:  Parents 
are  more  Hkely  to  spend  money 
on  their  kids  than  themselves. 
Find  out  why  and  how  to  say  "no." 

FIGURING  OUT  FLEXTIME:  Is  it  just 

a  poUcy  for  slackers  ?  Learn  about 
the  impact  of  flexible  work  hours 
on  productivity  and  absenteeism. 


BusinessWeek 


TELEVISION 

Airs  Saturday/ Sunday  nationwide. 

View  video  clips  and  find  your  local  station  and 

airtime  by  zip  code  at  businessweektv.com 
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THE  NEXT  BUSINESS  WEEK 


CALENDAR 


Actor  Ben 
Stiller  pickets 
with  Writers 
Guild  strikers 
in  LA. 


SUPER  BOWL  XLII 

Feb.  3,  6:30  p.m.  EST 
The  most  hyped  U.S. 
sporting  event  of  the  year 
takes  place  in  Phoenix. 
But  this  game  actually  is 
momentous  as  the  New 
England  Patriots  try  to 
cap  an  undefeated 
season  vJith  a  win  over 
the  New  York  Giants. 

YUMMY  PROFITS 

Feb.  4,  4  p.m.  EST 
Yum!  Brands  serves  first- 
quarter  results.  The  fast- 
food  restaurant  company 
sees  10%  earnings 
growth  this  year  with 
sales  abroad  offsetting 
softer  demand  in  the  U.S. 

MEDIA  GIANTS 

Feb,  4,  4  p.m.  EST 
Analysts  want  to  see  how 
the  writers'  strike  is 
affecting  the  bottom  lines 
of  media  companies. 
News  Corp.  is  reporting 
first,  followed  by  Walt 
Disney  on  Feb.  5  and 
Time  Warner  on  Feb.  6. 

A  HIKE  DOWN  UNDER? 

Feb.  4,  10:30  p.m.  EST 
The  Reserve  Bank  of 
Australia  is  expected  to 


raise  interest  rates  by  a 
quarter-point,  to  7%. 
Inflation  is  above  the 
RBA's  2%-3%  target. 

SUPER  TUESDAY 

Feb.  5 

The  biggest  day  of  the 
primary  season,  with  22 
states  up  for  grabs, 
including  California, 
Illinois,  and  New  York. 
Many  don't  expect  the 
results  will  finalize  a 
nominee  for  either  party. 

U.S.  SERVICE  SECTOR 

Feb.  5,  10  a.m.  EST 
Business  conditions  in  the 
service  sector  probably 
deteriorated  in  January. 
The  Institute  for  Supply 
Management's  nonmanu- 
facturing  activity  report  is 
expected  to  decline  for  a 
third  straight  month. 

CISCO 

Feb.  6,  1  2  noon  EST 
A  bellwether  of  tech 
investment  spending, 
Cisco  is  expected  to  issue 
solid  fiscal  second-quarter 
profits.  However,  more 
cautious  corporate 
spending  could  hurt 
profits  this  year. 


FINANCIAL  SERVICES 

Feb.  6,  4  p.m.  EST 
MetLife  presents  fourth 
quarter  results,  with 
Prudential  Financial 
reporting  for  the  same 
period  a  day  later.  Both 
put  out  2008  earnings 
forecasts  that  fell  shy  o': 
analyst  estimates. 

EUROPE'S  CENTRAL 
BANKS 

Feb.  7 
The  Bank  of  England  a 
European  Central  Banli 
hold  monetary  policy 
meetings.  Investors  wa 
to  see  if  these  banks  wi 
lower  interest  rates  afte 
the  U.S.  Federal  Reser 
cut  rates  twice  in  Januii 

DEUTSCHE  BANK 

Feb.  7,  6  a.m.  EST 
Germany's  largest  banli 
reports  full-year  results! 
Investors  will  be  on  thai 
lookout  for  any  indicatid 
the  bank  may  need  to 
make  additional  write-  ■ 
downs  to  its  debt  holdi 
after  a  $3.2  billion 
writedown  last  Octobe 


,ej 


GLAXOSMITHKLINE 

Feb.  7,  7  a.m.  EST 
The  British  drugmaker; 
presents  fourth-quartf 
results.  On  Jan.  24, 
Europe's  drug  regulate'  ''" 
told  the  company  to 
strengthen  the  labelirn'^ 
on  its  diabetes  drug 
Avandia  to  warn  that  it 
may  increase  the  risk  ► 
heart  attack. 


lot 

ler; 


ato 


PEPSICO 

Feb.  7,  8:30  a.m.  EST 
Higher  commodity  pric 
may  bite  into  fourth- 
quarter  profits.  The 
beverage  and  snack 
maker  doesn't  foresee 
weaker  economy  hurti 
sales  at  home,  and  grc 
abroad  is  strong.  iBWl 
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INFORMATION,  PLEASE 


Who's  lobbying  the  FDA  to  withhold  approval 
of  your  new  product  ?  How  did  a  rival  land  that 
federal  contract?  Government  agencies  may 
soon  answer  such  questions  more  quickly  un- 
der the  Freedom  of  Information  Act. 

Businesses,  which  account  for  roughly  60% 
of  FOIA  requests,  complain  that  their  inquiries 
are  routinely  stalled  by  foot-dragging 
bureaucrats.  But  a  little -noticed  amendment 
to  the  FOIA  law,  adopted  late  last  year,  tightens 
response  deadlines  and  makes  it  easier  for  ap- 
plicants to  recover  attorneys'  fees  if  an  agency 
unsuccessfully  challenges  their  requests  in 
court.  "It  adds  up  to  faster  disclosures,"  says 
Jerry  Stouck,  a  Washington  lawyer  who  works 
on  FOIA  issues.  -Douglas  McCollam 


VE  IT  UP,  FOR  THE  ECONOMY'S  SAKE 


lat  if  President  Bush's  proposed  stimulus  package 
ant  we  could  have  fun  as  we  help  the  economy? 
.derick  Treyz,  CEO  of  Regional  Economic  Models 
t^mherst,  Mass.,  computed  the  number  of  jobs 
1 1  would  be  created  if  we  used  the  $150  billion  just 
bat  out,  say,  or  gamble.  Here's  how  some  pleasur- 
\e  pursuits  could  ripple  through  the  economy. 


THE  STIMULATION  EQUATION 

U.S.  jobs  that  would  be  added  if  the  total 

(proposed  $150  billion  package  were  used  to: 
JOBS  CREATED- 
1  ACTIVITY  (IN  MILLIONS) 

i  Attend  sports  events  4.7 

Eat  out  4.1 

Get  in  shape  (barber  shops,  salons,  gyms)  3.3 

{Seek  thrills  (gambling,  amusement  parks)  3.2 

JBuy  some  bllng  (including  watches)  2.0 

'In  a  1 2-nnonth  period  Data;  Regional  Economic  Models  Inc. 


MEDICARE:  THE  TRIALS 
OF  CARDIO  COVERAGE  I 


Medicare  may  not  be  spend- 
ing its  heart-disease  dollars 
wisely,  suggests  a  study  of 
141  clinical  trials  that  officials 
have  used  to  make  coverage 
decisions.  Researchers  from 
the  University  of  California  at 
San  Francisco  medical  school 
found  that  people  in  the  trials, 
many  of  which  were  conduct- 
ed abroad,  were  75%  male 
and  age  60,  on  average.  Most 
Medicare  beneficiaries  are 
female— and  75,  on  average. 
What  worked  in  the  trials  may 
not  work  for  them,  says  Dr.  Rita  Redberg,  the  study's  lead  author,  so 
we're  paying  for  "a  lot  of  things  of  unclear  benefit."  One  example: 
implanted  defibrillators,  which,  at  an  average  cost  of  $40,000,  pre- 
vented cardiac  death  in  trials.  Another  study,  Redberg  says,  showed 
they  didn't  extend  life  for  Medicare  patients.  -John  Carey 
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DON'T  BE  so  HAPPY 


Here 's  gratifying  news  for  those  unpersuaded  by  America's 
happiness  imperative:  When  it  comes  to  careers,  a  little 
discontent  is  a  good  thing.  Researchers  from  the  University 
of  Virginia,  the  University  of  Illinois,  and  Michigan  State 
University  analyzed  a  global  survey  in  which  people  rated 
themselves  from  l  to  lo  on  a  life  satisfaction  scale.  The  8s,  it 
turned  out,  achieved  and  earned  more  than  the  los.  Eights 
prosper  at  work,  says  Ed  Diener,  an  lUinois  psychology  pro  - 
fessor,  because  they  know  when  to  worry.  "When  problems 
present  themselves,"  he  says,  "you  want  to  question  things. 
A  negative  mood  can  make  you  think  in  a  way  that  might  be 
more  effective."  Tens,  Diener  says,  tend  to  think  every  idea  is 
a  good  one  in  times  of  trouble.  Best ,  he  adds,  to  heed  the  Da- 
lai Lama's  advice:  "Avoid  stupid  happiness."  -Susan  Ber  field 


I   Too  much 
bliss  may 
!    stymie  your 
!   advancement 
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IN  MY  HUMBLE  POPULAR  OPINION 


Hoping  to  convince  the  boss  that  your  opinion  on  an  issue  is  widely 
accepted?  Just  keep  repeating  it.  In  a  study  recently  published  in 
The  Journal  of  Personality  <^  Social  Psychology,  researchers  at  the 
University  of  Michigan,  Stanford  University,  and  Virginia  Tech 
had  about  1,000  students  read  fake  opinions— about,  say,  land  use 
in  New  Jersey  or  who  should  be  Napster 's  next  CEO.  Some  of  the 
undergrads  were  exposed  to  a  viewpoint  voiced  once  by  three  dif- 
ferent people.  Others  read  the  same  opinion  reiterated  three  times 
by  one  person.  The  result  ?  A  viewpoint  repeated  by  a  single  per- 
son was  as  likely  (90%)  to  be  considered  "popular"  as  an  opinion 
expressed  by  three  people.  "The  message  becomes  separated  from 
the  source,"  explains  Michigan  pubhc  policy  professor  Stephen 
Garcia,  one  of  the  study's  authors.  -BenLevisohn 
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KA-BOOM  TIMES  FOR 
THIS  JAPANESE  BANK 


Japan's  once-envied  household  savjj 
ings  rate  dropped  to  a  lo  -year  low 
in  2007,  to  3.2%  of  GDP,  as  salaries  ; 
stagnated  and  retirees  cracked  thei;t| 
nest  eggs.  Now  toymaker  Takara 
Tomy  has  come  up  with  a  coin  ba 
that  explodes  if  it's  not  fed.  Since  tlj 
Chokin  Bakudan,  or  Savings  Bombi| 
appeared  on  store  shelves  about  twij 
months  ago,  it  has  been  a  hit  withtif 
gadget  -  crazed  Japanese . 

Fail  to  plunk  cash  into  the  bank  ■ 
for  a  day  or  two,  and  a  light  flashes.' 
Neglect  the  battery-powered  devi(  | 
for  five  days  and  it  bleeps —before 
flinging  open  its  latch  and  disgorg- 
ing the  coins  inside.  No  word  so  fai  | 
on  exporting  the  bomb  to  America  | 
noisy  proposition  given  the  U.S. 
savings  rate:  less  than  1%  of  disposj 
able  income.  -KenjiHall 
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.EGALLY,  WE  CANNOT  SAY 

lUSINESS  +  RUGGED  =  TOUGHBOOK. 


INTRODUCING  THE  NEW  BUSINESS-RUGGED  7  SERIES. 

Like  any  professional,  you've  been  looking  for  a  proven  formula 
for  sucoess.  Tliat's  wfiy  we  created  an  entire  category  of  laptops 
thiat  are  durable,  reliable  and  ligfitweigtnt  enoughi  to  hiandle 
wfiat  your  day  throws  at  you.  Witfi  magnesium  alloy  cases, 
shock-mounted  hard  drives  and  spill-resistant  keyboards,  the 
features  on  these  business- rugged  laptops  really  add  up. 
If  your  laptop  can't  withstand  the  bangs,  drops  and  spills  that 
come  with  the  job,  something  isn't  computing.  The  new  7  series 
from  Panasonic  Toughbook."  It's  the  solution, 

For  more  information  visit  panasonic.com/businessrugged. 

To  purchase  now  call  Bizco  Technologies  (1.877.2B.TOUGH). 
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THE  RUGGED  ORIGINAL. 


inasonic  ideas  for  life 


'el  logo.  Intel  Centrino.  Intel  Centrino  logo,  Intel  Inside.  Inte)  inside  logo  and  Pentium, afS  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  Otiier 
5  Tougtibook  notebook  PCs  are  covered  by  ^  3-/ear  limitod  warranty,  parts.and  labor.  To  uiew  the  full  text  of  the  warranty,  log  on  to  panasonic.com/business/toughbook/support.asp.  Please  consult 
lasonic  representative  prior  to  purchase.  ©^^OKPanaSonlJ  Corporation  lofl^oilh  America.  All  rights  reservec^usine,S5+I?W^  , 
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MY  M&WS 

for  business. 


They've  got 


THANKS  4 
YOUR  BIZ 


impression 

written  all  over  themi 


4th  QTR 
\   ROCKED! 
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Since  business  is  all  about  relationships,  with  MY  M&M'Sf  there  are  several  creative  gifts  perfect  for  .^  j  H 
employee  recognition,  corporate  parties  and  client  relations.  From  unique  packaging  to  personal  mess«^  [C 
to  custom  colors  and  more,  you  can  make  an  impression  that  W\\\  last  long  after  the  candy  is  gone. 
Visit  mymms.com/businessweek4  to  order  today! 


Order  MY  M&M'S®  for  your  business  today! 

ONLY  ONLINE! 
Go  to  inyinms.coin/businessweek4 
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As  BusinessWeek  went  to  press 
on  Jan.  30,  events  surrounding 
the  Societe  Generale  scandal 
were  moving  fast.  The  bank's 
board  decided  not  to  ask  CEO 
Daniel  Bouton  to  step  down  in 
the  wake  of  a  trading  debacle 
ost  the  pillar  of  the  French  financial  Establishment 
than  $7  billion;  the  government  was  strongly  discour- 
f  talk  of  a  takeover  by  any  foreign  institution;  French 
dent  Nicolas  Sarkozy,  British  Prime  Minister  Gordon 
n,  German  Chancellor  Angela  Merkel,  and  other  Eu- 
in  leaders  were  meeting  in  London  to  discuss  financial 
parency;  and  French  Finance  Minister  Christine  La- 
!  was  readying  a  report  on  the  incident  set  off  by  trader 
le  Kerviel.  When  the  scandal  broke,  I  flew  to  Paris  and 
1. 28  spent  an  hour  with  Lagarde,  a  lawyer  who  spent 
I  of  her  career  at  the  global  firm  Baker  &  McKenzie. 


MARIA  BARTIROMO 

Everyone  wants  to  know  how  it  is  possible  that  a 
31-year-old  trader  at  SocGen  was  able  to  cause  the 
largest  banking  crisis  ever. 

CHRISTINE  LAGARDE 

Largest  banking  crisis  ever?  I  don't  know  about  that.  Let's 
bring  things  into  perspective.  It's  a  loss  of  nearly  5  biUion 
euros,  and  based  on  the  latest  information  we  have  from  the 
criminal  investigation  taking  place,  it  was  caused  by  a  single 
individual— an  extremely  computer-hterate  trader  who 
essentially  broke  through  five  different  firewalls. 

How  did  that  happen? 

This  is  exactly  what  I  want  to  know.  I  want  to  know  three 
things:  What  was  the  chronology  and  who  was  involved? 
Why  did  the  controls  that  were  in  place  at  Societe  Generale 
not  stop  that  gentleman  from  doing  what  he  did?  And  what 
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new  systems  can  be  put  in  place  to 
prevent  that  from  tiappening  again. 


IT  WAS  CAUSED  BY  A  SINGLE  INDIVIDUAL-AN 


Do  you  believe  it  was  just  this 
one  individual  and  no  others 
were  involved? 

I  tiave  no  reason  to  believe  there  were 

others.  In  fact,  he  was  a  very  lonely 

character  [operating]  in  his  own  httle  corner,  hiding  behind 

the  [computer]  screen,  hiding  behind  the  keyboard,  hiding 

behind  codes. 

Do  you  agree  that  at  the  end  of  the  day,  it  doesn't  matter 
how  many  risk  controls  you  have  in  place  if  someone 
wants  to  commit  fraud? 

That's  what  the  president  of  the  bank  said  to  me  in  the  last 
couple  of  days. 

Then  what  can  your  office  do  to  ensure  that  something 
like  this  never  happens  again? 

We're  talking  about,  I  think,  three  levels  of  transparency. 

Transparency  of  financial  instruments,  and  that  addresses 

the  subprime  issue.  [We 
need]  clear  analysis  of 
financial  instruments. 
The  second  has  to  do 
with  disclosure.  Financial 
institutions,  insurance 
companies,  all  of  them 
have  to  be  transparent 
and  disclose  regularly  the 
entire  reality  of  their  bal- 
ance sheets  and  accounts. 
The  third  level  of  trans  - 
parency  is  relationships 
within  trading  rooms 
and  between  trading 
rooms  and  control  areas. 
Clearly,  the  profession- 
als have  to  come  up  with 
proposals  so  that  what 

Before  joining         happens  on  the  trading  floor  does  not  col- 

the  trading  floor,      lude  with  what  happens  in  the  control  area. 
This  gentleman  was  knowledgeable  about 
the  operating  systems  within  the  bank 
because  he  had  worked  in  the  back  offices 

prior  to  joining  the  trading  floor. 

President  Sarkozy  [who  wasn't  told  about  the  scandal 
until  Jan.  23]  was  clearly  upset  about  the  delay  in  learn- 
ing about  this.  Should  the  board  of  Societe  Generale 
have  told  the  French  government  sooner? 

It  would  not  have  been  for  the  board  of  the  bank  to  alert 
authorities  because  Societe  Generale  is  a  private  bank. 
What  the  bank  rightly  did  was  to  inform  the  governor  of  the 
central  bank,  Banque  de  France,  on  Sunday  [Jan.  20],  as  soon 
as  they  found  out  the  magnitude  of  the  situation.  [But]  it  is  a 
matter  that  will  be  reviewed. 


EXTREMELY  COMPUTER-LITERATE  TRADER  WHO... 


BROKE  THROUGH  FIVE  DIFFERENT  FIREWALLS' 


Kerviel  worked 
in  the  bank's 
back  offices 


It  sounds  like  the  Bank  of  France  should  have  given  thl 
information  to  the  President  when  it  found  out. 

Again,  that  is  going  to  be  under  review,  but  the  governor  oi 
the  central  bank  is  a  respectable  gentleman.  There's  no  re<'i 
son  to  believe  at  this  stage  that  he  wanted  to  hide  anythinj 

It  has  been  reported  that,  according  to  prosecutors, 
SocGen  was  made  aware  of  irregular  trades  in  2005. 
And  then  in  November  of  last  year,  they  were  again 
made  aware  of  questionable  trades  by  this  very  same  1 
trader. 

It's  certainly  going  to  be  part  of  our  investigation,  and  I  hi 
my  people  working  on  that  at  the  moment.  I'm  going  to  s«i 
what  the  governor  of  the  central  bank  and  the  president  0 
the  AMF,  which  is  the  equivalent  of  the  SEC ,  have  to  say  ' 
about  why  they  did  not  disclose  earlier. 

There  are  reports  indicating  that  your  government 
will  not  allow  SocGen  to  be  acquired,  particularly  by  y 
a  foreigner.  Correct  ? 

Point  one,  SocGen  generated  profit  in  2007  despite  what  il 
happened.  Point  two,  they've  managed  to  secure  and 
guarantee  a  capital  increase  of  over  5  billion  euros.  They 
are  not  under  the  constraint  of  finding  a  partner  or  majon 
support  in  the  banking  community. . . .  [As  far  as  a  foreign.i 
takeover,]  it  is  the  job  of  government  to  be  sensitive  to 
whatever  might  be  a  threat  to  shareholders  or  employees 
of  SocGen. 

Will  we  see  injections  of  capital  as  we  did  with  Abu 
Dhabi  investing  in  Citigroup?  Would  you  allow  that?! 

Don't  forget,  SocGen  has  indicated  that  it  has  launched al 
[capital]  increase,  which  will  be  secured  by  existing  sharai 
holders,  of  which  a  good  percentage  are  already  foreignei 

What  do  you  think  the  implications  of  all  this  will  ben 

I  think  it  will  bring  a  sense  of  urgency  for  everyone.  I  was.i 
dehghted  to  see  Prime  Minister  Brown  also  advocat- 
ing better  regulation,  more  transparency,  and  improved  . 
governance.  We're  all  going  in  the  same  direction.  But  if' 
interesting  that  the  professionals  themselves  are  now  sa; 
we  need  to  do  something,  which  is  not  usually  the  case. 


Has  the  U.S.  housing  slowdown  caused  cracks  in 
the  vibrancy  story  throughout  Europe? 

Certainly  the  U.S.  housing  slowdown  has  tempered 
vibrancy.  All  of  Europe's  economies  will  be  slowed  to 
some  extent.  iBWi 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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Home,  sweet  hybrid  home. 


ire  being  built  to  be  more  energy  efficient,  why  shouldn't  homes? 
,  we've  put  our  energies  into  building  an  affordable  house  in 
1,  New  Jersey,  to  demonstrate  how  truly  energy  efficient  a  home 
Our  Near-Zero  Energy  Home  utilizes  BASF's  high-performance 
s  in  insulating  foam  sealants,  r  oncrete  forms,  and  i 

'9  energy  efficient  than  the  =  me,  Who  s; 

Tould  only  come  on  whe  ^^• 


Helping  Make 
Products  Better 


BASF 

The  Chemical  Company 
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It's  more  than  an  MFP.  It's  a  portal  to  effortless  growth. 


The  ri/lX-Series  with  Sharp  OSA™  technology. 

The  MX-Series  is  your  portal  to  a  world  of  information.  Now  you  can  retrieve  documents  from 
your  network  and  search  the  Internet  right  from  the  MFP,  thanks  to  the  revolutionary  Sharp 
OSA  technology.  Sharp  OSA  enabled  MFPs  customize  to  the  way- you  work,  so  they  grow 
with  your  business.  No  wonder  Sharp  IVlFPs  won  BLI's  "Color  Copier  Line  of  the  Year"  and 
"IT-friendly"  award  in  2006.  The  MX-Series  is  more  than  a  multifunction  product,  it's  a  multifunction 
portal.  To  learn  how  Sharp  MFPs  can  improve  your  productivity,  visit  sharpusa.com/documents 

WORK  WITHOUT  LIMITS 
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JN  THE  TRAIL  OF 
HE  MISSING  iPHONES 

t)out  1.7  million  more  have  been  sold  than  are  being  used 
r  AT&T  customers.  The  bad  and  good  news  for  Apple 


Iga  Kharif  and  Peter  Burrows 

iS  been  dubbed  the  Mystery  of  the 
sing  iPhones.  On  Jan.  22,  Apple 
reported  that  it  sold  3.7  million  of 
cnartphones  worldwide  in  2007. 
AT&T,  the  only  authorized  wire- 
service  provider  for  the  iPhone  in 
J.S.,  reported  that  its  subscribers 
/ated  just  fewer  than  2  milUon  units 
year.  The  big  question  on  the  minds 
pple  watchers  is:  Where  have  the 


other  1 .7  million  iPhones  gone  ? 

The  uncertainty  has  helped  sink 
Apple's  stock  to  132  a  share,  down 
34%  since  the  beginning  of  the  year. 
That  is  far  worse  than  the  13%  drop  for 
the  tech-heavy  Nasdaq  index.  Apple 
shares  were  already  under  pressure 
because  of  concerns  that  weakening 
consumer  spending  could  affect  sales 
of  iPod  music  players ,  Mac  Books ,  and 
other  Apple  gear.  Now  worries  about 


iPhone  sales  have  entered  the  mix. 

One  investor  concern  is  that  many  of 
the  missing  iPhones  may  be  languish- 
ing in  inventory,  on  the  shelves  of 
Apple's  distributors  and  suppliers.  But 
inventory  isn't  the  only  issue.  Two 
sources  close  to  Apple  say  that  far  more 
of  the  iPhones  the  company  is  selling 
are  being  "unlocked"  than  previously 
expected.  Those  phones  are  adapted 
by  customers  or  gray -market  distribu- 
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A  salesgirl 
with  a  bootleg 
iPhone  in 
Shanghai 


tors,  using  unauthorized  software  and 
phone  cards,  to  run  on  the  wireless 
networks  of  companies  with  which 
Apple  has  no  service  agreement. 

Some  800,000  to  1  million  iPhones 
had  been  unlocked  by  the  end  of  2007, 
the  sources  say.  The  high  end  of  that 
range  outpaces  most  analysts'  assump- 
tions of  750,000  unlocked  phones. 
Most  of  those  phones  are  trickling  into 
nations  around  the  world  where  Apple 
has  yet  to  sign  up  a  local  carrier —es- 
pecially China.  "In  my  travels  around 
the  world,  two  out  of  three  iPhones  I've 
seen  outside  of  the  U.  S.  have  been  un- 
locked," says  Richard  Doherty,  director 
at  consultancy  Envisioneering  Group. 

Unlocked  iPhones  are  bad  news  for 
Apple's  earnings,  at  least  in  the  short 
term.  While  the  company's  revenue- 
sharing  agreement  with  AT&T  is  kept 
under  wraps,  there's  no  question  it's 
lucrative.  Charles  R.  Wolf,  an  analyst 
with  Needham  &  Co. ,  believes  the  car- 
rier pays  Apple  $10  per  month  for  every 
iPhone  subscriber  over  the  course  of  a 
typical  two-year  contract,  for  a  total 
of  $240.  Toni  Sacconaghi,  an  analyst 
at  Sanford  C.  Bernstein,  thinks  each 
subscriber  is  worth  $300  to  $400. 

Do  the  math,  and  for  every  mil- 
lion iPhones  that  are  unlocked,  Apple 
misses  out  on  $240  million  to  $400 
miUion,  which  is  pretty  much  all  profit. 
Although  Apple  posted  sales  of  $24 
billion  in  2007,  such  lost  revenues 
could  become  more  significant  as 
the  iPhone  becomes  a  bigger  part  of 
Apple's  overall  business.  Piper  Jaffray 


analyst  Gene  Munster  expects  Apple 
to  pull  in  $4.6  billion  in  iPhone  sales  in 
2008,  up  from  $1.4  billion  in  2007. 

Still,  unlocked  phones  aren't  all 
bad  for  Apple.  The  company  makes  an 
estimated  $120  in  gross  profit  on  every 
phone  sold.  What's  more,  in  countries 
where  the  iPhone  isn't  yet  legally  avail- 
able, the  devices  may  function  as  part 
of  the  Apple's  hype  machine,  revving 
up  awareness  of  the  brand.  That,  in 
turn,  could  make  it  easier  for  Apple  to 
strike  more  carrier  distribution  deals. 
Analyst  Ingrid  Ebeling  of  jMP  Secu- 
rities says  the  short-term  hit  is  well 
worth  it.  "The  No.  1  concern  for  them 
should  be  to  sell  iPhones,"  she  says. 

How  do  people  get  unlocked  phones 
in  the  first  place?  Apple's  unusual 
deal  with  AT&T  in  the  U. S.  creates  a 
window  of  opportunity.  Most  phones 
from  Nokia,  Motorola,  and  others 
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are  sold  through  the  wireless  carrier 
themselves  or  authorized  dealers,  ar 
you  sign  up  for  a  service  contract  at  1 
same  time  you  buy  the  phone.  Apple 
cut  a  different  arrangement.  Custon 
ers  buy  the  iPhone  from  AT&T  or  Ap 
pie  directly,  for  the  same  price  of  $3( 
The  idea  was  that  customers  would 
turn  around  and  activate  a  service  pi 
with  AT&T  over  the  Internet. 

But  they  can  also  choose  to  instal 
bootleg  software,  easily  available  or 
the  Net,  and  tinker  with  the  guts  of 
the  phone  so  it  can  be  used  on  othei 
wireless  networks.  Some  customer; 
the  U.S.  unlock  phones  because  the 
don't  like  AT&T's  service,  but  the  v 
majority  are  Apple  enthusiasts  abrc  I 
who  can't  get  authorized  service  in  | 
their  home  markets. 

INVENTORY  ESTIMATES 

There's  evidence  that  Apple  may 
have  had  a  change  of  heart  about  thi 
unlocking  question.  Soon  after  the 
iPhone  was  released  last  June,  AppL 
issued  an  update  to  its  iTunes  softw\| 
that  rendered  some  unlocked  iPhon 
useless.  While  the  company  has  cor 
tinned  to  add  similar  code  into  race 
releases  of  iTunes,  it  clearly  isn't  Id' 
ing  too  hard  for  ways  to  foil  the  effo: 
of  its  million  or  so  unlocked  custoirr 
"Almost  every  iPhone  you  see  on  eE 
is  unlocked,  so  I  don't  think  Apple  i 
that  concerned,"  says  Ebehng. 

Factoring  out  the  unlocked  phon 
still  leaves  700,000  to  900,000 
iPhones  unaccounted  for.  About 
3l5,oooof  those— and  possibly 
more— were  sold  through  Apple's 
authorized  carriers  in  France,  Brita 
and  Germany  over  the  holiday  seas 
analysts  estimate.  An  additional 
100,000  or  more  customers  may  n 
have  activated  their  phones  yet  wit 
authorized  carriers,  either  because 
they  haven't  gotten  around  to  it  or 
cause  they're  waiting  for  their  curt 
wireless  contracts  to  expire. 

That  leaves  300,000  to  500,000 
iPhones  in  inventory,  according  to  > 
ous  estimates.  Chris  Whitmore,  an 
alyst  at  Deutsche  Bank,  figures  Jobs 
Co.  typically  sell  20,000  iPhones  a 
That  means  Apple  has  2V2  to  3  Vz  w 
of  inventory.  Sacconaghi  cautions  t 
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A  GREAT  LUNESTA  NIGHT 

MIGHT  HELP  YOU  BECOME 

A  MORNING  PERSON  AGAIN. 


Wake  up  refreshed  and  recharged 
after  a  good  night's  sleep. 
Non-narcotic  Lunesta  has  helped 
so  many  who  have  trouble  sleeping: 

-  Fall  asleep  fast 

-  Stay  asleep 

-  Wake  up  ready  to  start  the  day 

Lunesta  is  by  prescription  only. 
Individual  results  may  vary. 


Find  out  how  to  improve 

your  sleep  habits  at  lunesta.com 

Or  call  1-800-LUNESTA 

^ wmmmim  m  IV    ■ 
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1,2  AND  3  MG  TABLETS 

A  great  tomorrow  starts  tonight. 


)RTANT  SAFETY  INFORMATION: 

STA  helps  you  fall  asleep  quickly,  so  take  it  right  before  bed.  Be  sure  you  have  at  least  eight  hours 
vote  to  sleep  before  becoming  active.  Until  you  know  how  you'll  react  to  Lunesta,  you  should 
rive  or  operate  machinery.  Do  not  take  Lunesta  with  alcohol.  Call  your  doctor  right  away  if 
taking  Lunesta  you  walk,  drive,  eat  or  engage  in  other  activities  while  asleep.  In  rare  cases  severe 
ic  reactions  can  occur.  Most  sleep  medicines  carry  some  risk  of  dependency.  Side  effects  may  include 
asant  taste,  headache,  drowsiness  and  dizziness.  You  are  encouraged  to  report  negative  side  effects 
ascription  drugs  to  the  FDA.  Visit  w-ww.fda.gov/medwatch  or  call  1-800-FDA-1088.  See  important 
It  information  on  the  next  page. 


©2008  Sepracor  Inc.  LUN404-0V 
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1.2  AND  3  MG  TABLETS 


Please  read  this  summary  of  Information  about  LUNESTA 
before  you  talk  to  your  doctor  or  start  using  LUNESTA.  It  Is 
not  meant  to  take  ttie  place  of  your  doctor's  instructions.  If 
you  tiave  any  questions  about  LUNESTA  tablets,  be  sure  to 
ask  your  doctor  or  pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems, 
such  as  difficulty  in  falling  asleep,  difficulty  In  maintaining 
sleep  during  the  night,  and  waking  up  too  early  In  the  morning. 
Most  people  with  insomnia  have  more  than  one  of  these 
problems.  You  should  take  LUNESTA  immediately  before 
going  to  bed  because  of  the  risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  1 0  days  up  to  2  weeks.  If  your 
insomnia  does  not  Improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  It  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine. 
However,  you  should  not  use  these  medicines  for  long  periods 
without  talking  with  your  doctor  about  the  risks  and  benefits 
of  prolonged  use. 

Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  Is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 

To  manage  these  side  effects  while  you  are  taking  this  medicine; 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA  or 
any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause 
drowsiness  and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by 
your  doctor  Never  change  your  dose  without  talking 
to  your  doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 

Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine. 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  taken  while  traveling,  such 
as  during  an  airplane  flight  and  the  person  wakes  up  before 
the  effect  of  the  medicine  is  gone.  This  has  been  called 
"traveler's  amnesia."  Memory  problems  have  been 
reported  rarely  by  patients  taking  LUNESTA  in  clinical 
studies.  In  most  cases,  memory  problems  can  be  avoided  if 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  If  you  think  you  are  having  memory  problems. 

Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than  a 
few  weeks,  they  may  lose  their  effectiveness  in  helping  you 
sleep.  This  is  known  as  "tolerance."  Development  of  tolerance 
to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally 
not  necessary.  Some  people,  though,  have  chronic  sleep 
problems  that  may  require  more  prolonged  use  of  sleep 
medicine.  If  your  sleep  problems  continue,  consult  your  doctor, 
who  will  determine  whether  other  measures  are  needed  to 
overcome  your  sleep  problems. 

Dependence 

Sleep  medicines  can  cause  dependence  In  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  Is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  Increasing  doses  just  to 
avoid  withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  nsk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have  a 
higher  chance  of  becoming  addicted  to  sleep  medicines.  This 
possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 

Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the  medicine  has 
been  used  for  only  a  week  or  two.  In  mild  cases,  withdrawal 
symptoms  may  Include  unpleasant  feelings.  In  more  severe 
cases,  abdominal  and  muscle  cramps,  vomiting,  sweating, 
shakiness,  and,  rarely  seizures  may  occur  These  more 
severe  withdrawal  symptoms  are  very  uncommon.  Although 
withdrawal  symptoms  have  not  been  observed  In  the 
relatively  limited  conlrolled  trials  experience  with  LUNESTA, 
there  is,  nevertheless,  the  risk  of  such  events  in  association 
with  the  use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the  medicine. 
If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  Its  own 
after  1  or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your 
own.  Always  follow  your  doctor's  directions. 

Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior  These 
effects  are  not  common.  However,  they  have  included: 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 
such  as  a  person's  general  health,  the  use  of  other  medicines, 
and  which  sleep  medicine  Is  being  used.  Clinical  experience 
with  LUNESTA  suggests  that  it  is  rarely  associated  with 
these  behavior  changes. 

It  is  also  important  to  realize  It  is  rarely  clear  whether  these 
behavior  changes  are  caused  by  the  medicine,  are  caused  by 
an  illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems 
that  do  not  improve  may  be  due  to  illnesses  that  were  present 
before  the  medicine  was  used.  If  you  or  your  family  notice 


any  changes  in  your  behavior,  or  if  you  have  any  unusiM 
disturbing  thoughts,  call  your  doctor  immediately. 

Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  pot«, 
effects  in  the  unborn  baby  when  used  during  the  last  w  ' 
of  pregnancy  Be  sure  to  tell  your  doctor  if  you  are  pregn  i 
if  you  are  planning  to  become  pregnant,  or  if  you  bee  ( 
pregnant  while  taking  LUNESTA, 
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In  addition,  a  very  small  amount  of  LUNESTA  may  be  pn 
in  breast  milk  after  use  of  the  medication.  The  effects  of  ' 
small  amounts  of  LUNESTA  on  an  infant  are  not  kir^  f 
therefore,  as  with  all  other  prescription  sleep  medicines  I 
recommended  that  you  not  take  LUNESTA  if  you  are  br  i 
feeding  a  baby.  ''' 

Safe  Use  Of  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any 
sleep  medicine,  you  should  observe  the  following  cautjjii 

1.  LUNESTA  is  a  prescription  medicine  and  shou  }<■ 
used  ONLY  as  directed  by  your  doctor.  Follow 
doctor's  Instructions  about  how  to  take,  when  toi 
and  how  long  to  take  LUNESTA. 

2.  Never  use  LUNESTA  or  any  other  sleep  medicif 
longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing  tho 
or  behavior  during  treatment  with  LUNESTA  o 
other  sleep  medicine,  contact  your  doctor.         k 

4.  Tell  your  doctor  about  any  medicines  you  m;i,. 
taking,  including  medicines  you  may  buy  wittiT 
prescription  and  herbal  preparations.  You  shoulif' 
tell  your  doctor  if  you  drink  alcohol.  DO  NOT  use  a  fei 
while  taking  LUNESTA  or  any  other  sleep  medicif 

5.  Do  not  take  LUNESTA  unless  you  are  able  to  gei 
more  hours  of  sleep  before  you  must  be  active; 

6.  Do  not  increase  the  prescribed  dose  of  LUNES: 
any  other  sleep  medicine  unless  instructed  bvi, 
doctor. 

7.  When  you  first  start  taking  LUNESTA  or  any«tne 
sleep  medicine,  until  you  know  whether  the  mei 
will  still  have  some  effect  on  you  the  next  da'i, 
extreme  care  while  doing  anything  that  re? 
complete  alertness,  such  as  driving  a  car,  opeJof 
machinery,  or  piloting  an  aircraft.  , 

8.  Be  aware  that  you  may  have  more  sleeping  pror 
the  first  night  or  two  after  stopping  any  sleep  mei)' 

9.  Be  sure  to  tell  your  doctor  If  you  are  pregnjliii] 
you  are  planning  to  become  pregnant,  if  you  bil 
pregnant,  or  if  you  are  breastfeeding  a  baby 
taking  LUNESTA, 

As  with  all  prescription  medicines,  never 
LUNESTA  or  any  other  sleep  medicine  with  3 
else.  Always  store  LUNESTA  or  any  other  sleep  mi' 
in  the  original  container  and  out  of  reach  of  chii|ilie. 
Be  sure  to  tell  your  doctor  if  you  suffer  from  deprti 
LUNESTA  works  very  quickly  You  should  onln 
LUNESTA  immediately  before  going  to  bed, 

13.  For  LUNESTA  to  work  best,  you  should  not  take«tl8c( 
or  Immediately  after  a  high-fat,  heavy  meal, 

14.  Some  people,  such  as  older  adults  (i.e.,  agesr 
over)  and  people  with  liver  disease,  should  sta. 
the  lower  dose  (1  mg)  of  LUNESTA.  Your  docti' 
choose  to  start  therapy  at  2  mg.  In  general, 
under  age  65  should  be  treated  with  2  or  3  mgn 

15.  Each  tablet  is  a  single  dose:  do  not  crush  oi 
the  tablet. 

Note:  This  summary  provides  Important  informatiorwCc 
LUNESTA. Jf  you  would  like  more  information,  asijuUai 
doctor  or  pharmacist  to  let  you  read  the  Pres* 
Information  and  then  discuss  It  with  him  or  her. 
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lies  slow,  that  same  inventory  may 
;  eight  weeks  to  move.  That's  not 
rly  much  by  AT&T's  standards, 
;e  it  typically  carries  four  to  six 
iks  of  cell-phone  inventory,  but  it's 
-high  by  Apple's  lean  standards. 

UTING  THE  NEXT  MODEL 

:  real  question  is  what  all  of  this 
ins  for  overall  iPhone  demand.  Sac- 
aghi  figures  Apple's  first -quarter 
ane  sales  could  be  down  as  much  as 
h  compared  with  sales  rates  during 
holidays,  and  he  thinks  the  compa- 
vill  struggle  to  reach  its  target  of  lo 
ion  iPhones  sold  by  yearend.  The 
Qomy  is  slowing,  after  all.  And  with 
:xt- generation  iPhone  rumored  for 
ase  this  summer,  some  consumers 
'delay  buying. 

erhaps  Apple  will  need  to  cut  prices 
oost  sales,  a  painful  move  if  the 
rentage  of  unlocked  iPhones  con- 
ies to  rise.  A  cheaper  price  tag  and 
loss  of  Apple's  monthly  take  from 
iers  would  bring  the  iPhone 's  lofty 
(it  margins  closer  to  earth, 
he  best  resolution  for  Apple  may 

0  pick  up  the  pace  of  its  overseas 
ansion.  That  would  give  unlocked 
Dne  owners  an  opportunity  to 

1  up  with  the  company's  chosen 
;less  partners.  And  it  would  help 
)le  tap  into  all  those  other  poten- 
customers  who  haven't  wanted  to 
1  with  the  hassles  of  unlocking  a 
ne.  Indeed,  some  experts  expect 
company  to  announce  more  carrier 
is  by  the  Mobile  World  Congress 

[8  conference  in  Barcelona  in  mid- 
■ruary.  i  BW  i 


NKS 


«  Cool  Geeks 

it  Mac  guy  in  the  TV  ads  sure  is 
lof  himself.  So,  it  seems,  are 
ny  who  use  Apple's  computers, 
urvey  by  Internet  ad  outfit 
idset  Media  of  7,500  computer 
!rs  showed  that  Mac-heads  are 
lerally  more  self-assured  and 
5  modest  than  PC-heads, 
orts  the  Jan.  28  Advertising 
;.  They're  also  more  apt  to  be 
ative,  perfectionist,  and  liberal  in 
.iai  mores  and  politics. 
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WHY  U.S.  TELECOM 
IS  LOSING  JUICE 

Growth  is  sputtering  because  so  many  people  already 
have  cell  phones  and  broadband.  A  shakeout  ahead? 
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By  Spencer  E. Ante 

For  the  U.S.  telecom  industry,  January 
has  been  bloodier  than  a  Quentin  Tar- 
antino  movie.  After  leading  the  market 
for  most  of  20  07,  telecom  stocks  have 
been  beaten  to  a  pulp  this  month,  with 
the  Standard  &  Poor's  Telecom  Services 
index  off  io%.  That's  more  than  the 
Dow,  the  S&P  500,  even  the  much- 
pilloried  investment  banking  index. 

What's  going  on?  In  a  nutshell,  the 
industry's  two  growth  engines  for  the 
last  decade— wireless  and  broadband- 
are  sputtering.  Fact  is,  more  than  80% 
of  Americans  now  have  a  cell  phone, 
and  79%  of  homes  with  a  PC  have 
broadband  service.  This  year,  accord- 
ing to  Banc  of  America  Securities  ana- 
lyst David  Barden,  wireless  subscriber 
growth  is  expected  to  drop  to  7%,  the 
first  year  ever  in  single  digits.  Broad- 
band subscriber  growth  is  expected  to 
hit  12%,  down  from  18%  in  2007. 

To  be  sure,  AT&T  and  Verizon  Com- 
munications, the  industry's  two  giants, 
reported  solid  fourth -quarter  earnings 


and  respectable  outlooks  for  2008. 
They  may  be  more  insulated  than  rivals 
such  as  Sprint  Nextel  and  Qwest  Com- 
munications. Still,  with  the  economy 
expected  to  slow  in  the  months 
ahead,  the  challenges  with  wireless 
and  broadband  will  have  a  significant 
impact  on  the  way  communications 
companies  operate  and  compete. 

Most  important,  with  fewer  new 
customers  signing  up  for  those  ser- 
vices, companies  must  figure  out  how 
to  get  existing  users  to  write  bigger 
checks.  Innovation  and  investment  in 
new  technologies  will  be  more  impor- 
tant than  ever.  For  the  wireline  players, 
that  means  upgrading  networks  to 
offer  faster  Internet  connections  and 
new  services,  such  as  TV  over  fiber- 
optic lines.  For  the  wireless  sector,  it 
means  persuading  customers  to  use 
their  phones  for  more  than  just  voice 
conversations  and  also  to  tap  into 
the  Net  for  maps,  games,  and  other 
information. 

Look  for  the  strong  players  to  get 
even  stronger— and  not  only  because 
they  have  larger  war  chests.  Their  scale 
gives  them  other  advantages,  including 
savings  on  equipment  and  first  dibs  on 
hot  new  products.  AT&T's  exclusive 
deal  to  sell  Apple's  iPhone  helped  it 
sign  up  a  record  2.7  milhon  wireless 
subscribers  last  quarter. 

The  competition  is  going  to  get  even 
rougher.  Several  investors  are  afraid 
that  the  troubled  Sprint  could  launch  a 
price  war  m  an  attempt  to  regain  falling 
market  share.  The  wireless  carrier  is 
testing  an  all  -  you  -  can  -  talk  plan  under 
its  Boost  Mobile  brand  for  $55  a  month 
in  a  dozen  states.  "If  they  make  that 
a  national  offering,  all  bets  are  off," 
says  Todd  Rosenbluth,  an  analyst  with 
Standard  &  Poor's.  iBWi 
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DONE  DEALS 
DISTRESS 


Debt  issued  for  recent  buyouts  is  fast  losing  value. 
That  could  hurt  private  equity  funds— and  their  investors 


By  Emily  Thornton 

Contrarian  investor  Sam  Zell  rarely  bets 
on  an  easy  turnaround.  That's  good, 
because  his  $12.7  biUion  buyout  of 
Tribune  Co.  could  be  messier  than  even 
he  expected.  With  the  ink  barely  dry  on 
the  deal,  the  loans  and  bonds  used  to 
finance  the  transaction  are,  on  average, 
trading  for  about  75C  on  the  dollar.  By 
that  measure,  investors  have  shaved 
almost  $4  billion  off  the  value  of  the 
media  conglomerate  since  Dec.  20. 

The  credit  crunch  that  has  forced 
private  equity  firms  to  scrap  or  shelve 
about  $  1 1 4  billion  in  pending  buyouts 
since  the  summer  has  now  spread  to 
completed  deals.  Like  Zell,  almost 
every  buyout  shop  has  a  company 
with  bonds  or  loans  trading  at  dra- 
matically lower  prices.  Overall,  31% 
of  the  bonds  issued  for  buyouts  since 
2002  sell  at  a  discount,  estimates  a 
study  by  Martin  Fridson  at  New  York 
debt -research  firm  FridsonVision.  And 
some  40%  of  the  deals  at  Bain  Capi- 
tal, Apollo  Management ,  and  Thomas 
H.  Lee  Partners  have  distressed  debt. 
"[The  companies]  look  like  houses 


that  are  suddenly  worth  less  than  the 
homeowners  paid  for  them,"  says  one 
investor  in  private  equity  funds.  Says  a 
THL  Partners  spokesman:  "This  study 
grossly  misrepresents  the  performance 
of  THL's  portfolio  companies."  Zell  and 
Bain  declined  to  comment. 

"WALKING  ZOMBIES" 

The  implications  are  significant. 
Until  recently,  private  equity  play- 
ers could  bank  on  quick  profits.  Often 
buyout  barons  paid  themselves  a  big 
dividend  by  issuing  new  debt  just 
months  after  taking  a  company  private. 
Today  the  debt  markets  are  signal- 
ing that  firms  may  have  significantly 
overpaid  for  deals.  That  means  they 
will  have  a  hard  time  refinancing  or 
selling  those  companies  for  a  profit 
anytime  soon,  if  ever.  As  a  result,  some 
of  the  megabiUion- dollar  buyout 
funds  they  started  in  the  past  several 
years— the  ones  stuck  holding  these 
companies  —  could  turn  out  to  be  duds 
for  the  pension  funds,  endowments, 
and  high  -  net  -worth  individuals  that 
invested  in  them.  "Many  buyout  deals 


BUYOUTS  IN  FLAMES 

Bonds  of  recent  private  equity  deals  are  trading  at  depressed  levels 

DEAL 

BUYER 

SIZE 

BOND  PRICE* 
(Cents  on  the 
Dollar) 

Tribune  Co. 

Sam  Zell 

$12.7  billion 

64(1; 

Dollar  General 

Kohlberg  Kravis  Roberts 

$7  billion 

80(1: 

Reaiogy 

Apollo 

$8.75  billion 

57(t 

Toys  'R'  Us 

KKR,  Bain  Capital,  &  Vornado  Realty  Trust 

$6  billion 

68(t 

Claire's  Stores 

Apollo 

$2.8  billion 

54(t! 

Linens  'n  Things 

Apollo 

$1.3  billion 

43(t 

LifeCare  Holdings 

Carlyle  Group 

$555  million 

6H 

Data:  MarketAxess,  Thomson  Financial,  companies   "Lowest-priced  bond 
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look  like  walking  zombies," 
says  Michael  J.  McGonigle,  a 
high-yield  bond  fund  man- 
ager at  T.  Rowe  Price. 

The  distressed  debt  will 
dampen  future  dealmak- 
ing,  which  over  the  past 
few  years  has  been  a  driver 
of  stock  prices.  There  were 
10%  fewer  deals  announced 
in  the  second  half  of  2007 
than  in  the  first  half,  ac- 
cording to  Thomson  Finan- 
ciaL  And  on  average,  those 
transactions  were  63% 
smaller  by  dollar  value. 

To  some  bond  veterans  it 
looks  a  lot  like  the  late  1980s, 
in  the  wake  of  the  savings 
and  loan  crisis.  Back  then  the 
junk-bond  market  collapsed, 
cutting  off  the  supply  of 
capital  for  companies  going 
private.  Bond  prices  tum- 
bled, harming  investments 
like  Kohlberg  Kravis  Roberts' 
$32  billion  purchase  of  RJR 
Nabisco  in  1989.  It  took  KKR 
around  13  years  to  completely 
exit  its  RJR  investment,  an 
outcome  KKR  has  called 
"disappointing."  "The  S&L 
crisis  elevated  risk  aversion, 
which  turned  the  prior  LBO 
craze  upside  down,"  says  T.  Rowe's 
McGonigle.  "The  financials  meltdow4iif, 
has  prompted  a  similar  impact  todayii  ij, 

When  the  credit  crunch  hit  last 
summer,  investors'  appetites  for  riski 
debt  diminished.  But  the  nature  of 
the  buyout  debt  complicated  matten^is 
Traditionally,  the  contracts  govern- 
ing debt  include  what  are  known  as 
covenants,  essentially  safeguards  ioik^ 
the  creditors  in  case  a  company  goes 
bankrupt  or  defaults.  But  most  of 
the  debt  issued  for  buyouts  in  recent  iLjj 
years  has  looser  terms,  giving  bond 
holders  fewer  rights.  Without  those  t,  55, 
protections,  investors  are  demandim 
a  different  safety  net  in  the  form  of  ;  jj'iji 
cheaper  prices.  So  "a  bond  that  wou 
probably  trade  at  8o(^  on  the  dollar 
with  a  covenant  is  now  going  to  trad 
at  bot  to  40(^  on  the  dollar,  since  it  1: 
no  covenant,"  says  Marc  Lasry,  CEO 
the  $20  billion  Avenue  Capital  Grou; 
which  specializes  in  distressed  debt 
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I  huge  overhang  is  depressing  prices 
iher.  Investment  banks  are  stuck 
h  an  estimated  $200  billion  in 
ids  and  loans  from  buyouts  on  their 
iks,  which  has  squeezed  their  profits 
igside  subprime.  And  the  biggest 
:ers  of  that  debt  last  year,  manag- 
of  coUateraUzed  debt  obligations, 
struggling  to  repair  their  portfolios 
d  with  toxic  mortgages  and  other 
?stments  gone  sour, 
jleanwhile,  other  buyers  are  being 
Ky.  Distressed  debt  funds— which 
|ed  a  record  $24  billion  last  year,  up 
n  $7  billion  in  2006 -are  demand- 
higher  returns  or  bulletproof  guar- 
ies  like  the  "most-favored-nation 


rhe  argument  that  recent  funds  will  result  in 
reat  returns  is  almost  fanciful  at  this  point," 
ays  one  investor  in  buyout  funds 


clause,"  in  which  banks  agree  to  buy 
back  the  debt  if  its  value  depreciates 
shortly  after  the  sale.  Some  are  even 
asking  banks  to  help  finance  their  debt 
purchases,  debt  traders  say.  "They 
know  that  if  one  of  these  buyouts  goes 
bad,  all  the  bonds  in  the  market  could 
drop,"  says  one  buyout  veteran. 


UNFAIR  PUNISHMENT? 
The  deals  getting  whacked  the  hardest 
are  in  especially  troubled  industries 
such  as  real  estate,  retail,  and  newspa- 
pers. Take  Apollo's  $8.75  bilhon  buyout 
of  Realogy,  a  collection  of  real  estate 
brokers  such  as  Century  21,  Coldwell 
Banker,  and  Corcoran  Group.  Nine 

months  after  the 
deal  closed,  debt 
investors  have 
marked  down 
the  value  of  the 
company  to  $5 
billion.  If  it  had  to 
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sell  Realogy  today,  Apollo 
would  lose  the  entire  $2 
billion  it  ponied  up  for  the 
purchase.  Realogy  officials 
If  HI  declined  to  comment . 

iffj  Some  firms  argue  that  the 

punishments  being  doled 
out  in  the  debt  markets  are 
unfair.  The  beaten -down 
valuations,  they  say,  ignore 
companies'  imderl3dng 
financials.  "One  of  the 
keys  in  analyzing  what  is 
and  what  is  not  distressed 
is  how  an  acquisition  is 
performing— and  especially 
how  it  was  capitaUzed  and 
structured,"  says  Steven 
Anreder,  a  spokesman 
for  Apollo,  which  has  two 
other  companies  with 
discounted  debt.  Kathleen 
Waugh,  a  spokeswoman  for 
Toys  'R'  Us  with  bonds  at 
68(f  on  the  dollar,  echoes: 
"We  are  pleased  with  our 
performance.  We  cannot 
control  market  conditions." 
Maybe  so.  But  it  may  take 
a  while  for  the  companies 
to  justify  the  initial  sky- 
high  valuations.  And  if  the 
economy  slips  into  a  reces- 
sion, defaults  are  inevitable. 
All  of  which  means  firms  may  be  forced 
to  hold  on  to  these  companies  far  longer 
than  many  imagined.  "The  argument 
that  the  recent  funds  will  result  in  great 
returns  is  almost  fanciful  at  this  point," 
says  one  investor  in  buyout  funds. 

It's  not  unlike  the  situation  venture 
capitalists  faced  after  the  dot-com 
bubble  burst.  Such  players  raised 
record  amounts  from  investors  lured 
by  the  dazzling  returns  of  previous, 
smaller  funds.  But  later  funds  flamed 
out  when  the  companies  failed  to  live 
up  to  their  high  price  tags.  Burned 
investors  are  only  now  beginning  to 
regain  interest  in  VC  funds. 

The  road  to  recovery  could  be  equal- 
ly long  in  the  buyout  world.  Says  Alan 
Kosan,  head  of  private  equity  research 
at  investment  adviser  Rogerscasey  in 
Darien,  Conn.:  "Five  years  from  now, 
these  firms  will  still  be  owning  the 
companies  and  hoping  they  grow  out 
of  the  high  valuations."  1 BW 1 
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ECONOMISTS 
RETHINK  FREE  TRADE 

It's  no  wholesale  repudiation,  to  be  sure,  but  something 
momentous  is  happening  as  doubts  begin  to  creep  in 


By  Jane  Sasseen 

Many  ordinary  Americans  have  long 
been  suspicious  of  free  trade,  seeing 
it  as  a  destroyer  of  good-paying  jobs. 
American  economists,  though,  have 
told  a  different  story.  For  them,  free 
trade  has  been  the  great  unmitigated 
good,  the  force  that  drives  a  country 
to  shed  unproductive  industries,  focus 
on  what  it  does  best,  and  create  new, 
higher -skilled  jobs  that  offer  better  pay 
than  those  that  are  lost.  This  support  of 
free  trade  by  the  academic  Establish- 
ment is  a  big  reason  why  Presidents,  be 
they  Democrat  or  Republican,  have  for 


Dartmouth's  Slaughter  notes  that  income 
is  down  for  every  educational  level  except 
those  with  PhDs  or  professional  degrees 


years  pursued  a  free -trade  agenda.  The 
experts  they  consult  have  always  told 
them  that  free  trade  was  the  best  route 
to  ever  higher  living  standards. 

But  something  momentous  is  hap- 
pening inside  the  church  of  free  trade: 
Doubts  are  creeping  in.  We're  not  talk- 
ing wholesale,  dramatic  repudiation  of 
the  theory.  Economists  are,  however, 
noting  that  their  ideas  can't  explain  the 
disturbing  stagnation  in  income  that 
much  of  the  middle  class  is  experienc- 
ing. They  also  fear  a  protectionist  back- 
lash unless  more  is  done  to  help  those 
who  are  losing  out.  "Previously,  you 
just  had  extremists 
making  extravagant 
claims  against  trade," 
says  Gary  C.  Hufbauer, 
a  senior  fellow  at  the 
Peterson  Institute  for 
International  Eco- 


NEVtli 


nomics.  "Now  there  are  broader  ques- 
tions being  raised  that  would  not  have 
been  asked  lo  or  15  years  ago." 

So  the  next  President  may  be  con- 
sulting on  trade  with  experts  who  feel 
a  lot  less  confident  of  the  old  certain- 
ties than  they  did  just  a  few  years  ago. 
From  Alan  S.  BHnder,  a  former  vice- 
chairman  of  the  Federal  Reserve  and 
member  of  the  Council  of  Economic 
Advisers  in  the  Clinton  Administratio 
to  Dartmouth's  Matthew  J.  Slaughter, 
an  international  economist  who  serve 
on  President  George  W.  Bush's  CEA, 
many  in  the  profession  are  reevaluat- 
ing the  impact  of  globahzation.  They 
have  studied  the  growth  of  low- wage  1 
work  abroad  and  seen  how  high-spe&i 
telecommunications  make  it  possible  1 
to  handle  more  jobs  offshore.  Now  the 
fear  these  factors  are  more  menacing  ^ 
than  they  first  thought . 

GAINS  ONLY  FOR  A  TINY  SLICE 

No  one  is  suggesting  that  trade  is 
bad  for  the  U.S.  overall.  According  tO( 
estimates  by  the  Peterson  Institute 
and  others,  trade  and  investment 
liberalization  over  the  past  decades 
have  added  $500  bilhon  to  $1  trillion r 
annual  income  in  the  U.S. 

Yet  concern  is  rising  that  the  gainsil 
from  free  trade  may  increasingly 
be  going  to  a  small  group  at  the  top. 
For  the  vast  majority  of  Americans, 
Dartmouth's  Slaughter  points  out, 
income  growth  has  all  but  disappearii 
in  recent  years.  And  it's  not  just  the 
low- skilled  who  are  getting  slammete 
Inflation -adjusted  earnings  have  fall 
in  every  educational  category  other  ; 
than  the  4%  who  hold  doctorates  or  1 
professional  degrees.  Such  numbers- 
Slaughter  argues,  suggest  the  share  ■ 
of  Americans  who  aren't  included  ini' 
the  gains  from  trade  may  be  very  bigi 
"[That's]  a  very  important  change  fn 
earher generations,  audit  should giv 
pause  to  people  who  say  they  know 
what's  going  on,"  he  says. 

Blinder  warns  the  pain  may  just  be 
starting.  He  estimates  that  eventuall 
up  to  40  miUion  service  jobs  in  the  U 
could  face  competition  from  worker; 
in  India  and  other  low-wage  nations 
That's  more  than  a  quarter  of  the  14C 
milHon  employed  in  the  U.S.  today. 
Many  of  the  newly  vulnerable  will  be 
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in  skilled  iields,  such  as  accounting  or 
research-jobs  U.S.  companies  will  be 
able  to  move  offshore  in  ever  greater 
numbers.  "It  will  be  a  messy  process  of 
adjustment ,  with  a  lot  of  victims  along 
the  way,"  Blinder  says. 

The  rumble  of  academic  debate  is  al- 
ready having  an  effect  on  the  Presiden- 
tial campaign.  In  an  interview  with  the 
Financial  Times  late  last  year,  Hillary 
Clinton  agreed  with  economist  Paul  A. 
Samuelson's  argument  that  traditional 
notions  of  comparative  advantage 
may  no  longer  apply.  "The  question  of 
whether  spreading  globahzation  and 
information  technology  are  strength- 
ening or  hollowing  out  our  middle 
class  may  be  the  most  paramount 
economic  issue  of  our  time,"  her  chief 
economic  adviser,  Gene  Sperling,  re- 
cently wrote.  Barack  Obama's  adviser, 
the  University  of  Chicago's  Austan  D. 
Goolsbee,  is  not  convinced  free  trade 
is  the  culprit  behind  the  squeeze  on 
incomes.  But  he  believes  many  U.S. 
workers  aren't  sharing  in  the  gains 
from  open  markets  and  fears  a  political 
blowback  unless  something  is  done. 

A  CALL  TO  ACTION 

What  to  do  ?  Blinder  argues  for  a  big 
expansion  of  unemployment  insur- 
ance and  a  major  overhaul  of  the  poorly 
performing  Trade  Adjustment  As  - 
sistance  program  (TAA),  which  retrains 
manufacturing  workers  whose  jobs 
disappeared.  More  vocational  training 
and  wage  insurance,  which  would  par- 
tially reimburse  displaced  workers  who 
take  new  jobs  at  lower  pay,  also  figure 
in  his  proposals.  Both  Clinton  and 
Obama— and  even  Republican  Senator 
John  McCain— have  similar  ideas. 
That's  not  enough,  says  Slaugh- 
ter. He  sees  a  need  for  some  form  of 
income  redistribution  to  spread  the 
gains  from  free  trade  to  more  work- 
ers. In  a  controversial  article  Slaughter 
co-wrote  last  summer  for  Foreign 
Affairs,  he  proposed  "A  New  Deal  for 
Globahzation"  in  which  payroll  taxes 
for  all  workers  earning  below  the  na- 
tional median  income  level  would  be 
ehminated.  Slaughter  has  talked  with 
campaign  advisers  in  both  parties.  So 
far,  he  has  no  takers.  But  it's  one  more 
sign  of  how  far  the  trade  debate  has 
moved.  iBWi 
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BONES  OF 
CONTENTION 

Drugmakers  are  stoking  fears  of  fracture  among 
middle-aged  women.  But  experts  say  the  risk  is  low 


By  Catherine  Arnst 

"Up  to  half  of  women  over  age  50  will 
break  a  bone  due  to  osteoporosis  in 
their  lifetirne."  Consumers  likely  have 
heard  such  claims  hundreds  of  times  in 
commercials  for  drugs  to  treat  osteopo- 
rosis, a  bone -thinning  disease  primarily 
afflicting  women.  As  a  result,  sales  of 
drugs  such  as  Merck's  Fosamax,  Procter 
&  Gamble's  Actonel,  and  Eh  Lilly's 
Evista  totaled  some  $7  billion  last  year. 
But  the  medical  community  is  hardly  of 
one  mind  about  how  many  women  over 
50  should  be  taking  these  drugs. 

The  odds  of  having  an  osteoporosis - 
related  fracture  before  age  70  are  low: 
Half  of  all  hip  fractures  occur  after  age 
80.  And  in  a  paper  just  pubhshed  in 
the  Jan.  19  issue  of  the  British  Medical 
Journal  (BMJ),  a  group  of  researchers 
concluded  after  combing  through  sev- 
eral drug-company-sponsored  studies 
that  the  benefits  of  osteoporosis  meds 
for  prevention  were  overstated.  It's  a 
classic  case  of  disease-mongering,  ac- 
cording to  the  researchers:  "A  risk  fac- 
tor has  been  transformed  into  a  medical 
disease  in  order  to  sell  tests  and  drugs 
to  relatively  healthy  women." 

Medical  experts  don't  dispute  the 


Sales  of 
osteoporosis 
drugs  such 
as  Fosamax 
are  booming 


value  of  drug  treatment 
for  osteoporosis,  a  discs 
that  accounts  for  some 
1.5  million  fractures  in 
the  U.S.  each  year.  The 
controversy  centers  on 
osteopenia— the  risk  of 
developing  osteoporo- 
sis. Osteopenia  typicall 
starts  after  menopause,- 
when  the  decline  of  es-. 
trogen  sets  off  bone  Iosm 
But  it  has  not  been  linkil 
to  an  increase  in  fractuii 
The  term  osteopenia,  s 
Dr.  Nelson  B.  Watts,  di 
rector  of  the  Universitjt 
Cincinnati's  osteoporo 
center,  is  "meaninglesss 
when  applied  to  other-' 
wise  healthy  patients." 

No  drugs  have  been  approved  in  th 
U.S.  for  osteopenia,  but  that  hasn't  k 
doctors  from  prescribing  osteoporosi 
drugs  off- label,  often  at  the  request  C 
patients.  There  is  no  proof  the  medi-i 
cines  prevent  fractures  in  women  wii 
osteopenia,  but  "try  telling  that  to  a  'j 
year -old... who  is  willing  to  do  whatel 
it  takes  to  avoid  a  fracture  in  20  yearsi 
says  Dr.  Harold  Rosen  of  Beth  Israel  . 
Deaconess  Medical  Center  in  Boston) 
Merck,  for  one,  says  it  doesn't  markrl 
Fosamax  for  off- label  uses. 

Still,  Merck  and  others  have  delv£\ 
into  their  osteoporosis  studies  to  sh. 
that  Evista,  Fosamax,  and  the  like  cii 
help  when  taken  early.  But  the  proo^ 
absent,  says  Dr.  Pablo  Alonso-Coel 
of  Hospital  de  Sant  Pau  in  Barcelon. 
leader  of  the  team  reporting  in  BMJ. 
His  team  found  that  up  to  270  wonu 
with  osteopenia  would  have  to  take 
Evista  for  three  years  to  avoid  a  sing 
vertebral  fracture.  IBWI 
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A  FOOD  FIGHT  OVER 
CALORIE  COUNTS 

Public  health  officials  want  caloric  content  listed  on 
menus.  The  restaurant  business  is  biting  back 


QUIZNOS 
TUNA  MELT 

(LARGE) 


By  Michael  Orey 

A  battle  is  brewing  over 

control  of  one  of  the  hot  - 

test  pieces  of  real  estate  in 

the  restaurant  business: 

the  menu.  On  one  side 

are  public  health  officials, 

desperate  to  combat  an 

epidemic  of  obesity.  They 

want  chain  restaurants 

to  display  the  number  of 

calories  their  offerings 

contain  next  to  each  item. 

On  the  other  side  is  the 

restaurant  industry,  which  contends 

that  displaying  the  numbers  could 

confuse  consumers. 

The  fight  is  part  of  a  larger  war  that 
pits  the  food  industry  against  what  its 
advocates  call  the  "nutrition  poHce," 
who  seek  to  control  what  people  eat. 
Indeed,  many  health  experts  have  shift- 
ed their  emphasis  from  tobacco  to  diet 
as  Pubhc  Enemy  No.  l.  And  restaurants, 
finding  themselves  on  the  defensive, 
are  drawing  on  the  strategies  tobacco 
companies  honed,  in  some  cases  using 
the  same  advisers  and  industry- funded 
organizations. 

Calorie  counts  are  just  the  latest 
front.  New  York,  Philadelphia,  Seattle, 
and  a  handful  of  other  local  govern- 
ments have  passed  bans  on  restaurant 
use  of  trans  fats,  and  in  Los  Angeles 
there  has  even  been  discussion  of 
"food  zoning"  —barring  new  fast -food 
eateries  from  high-obesity  neighbor- 
hoods. But  it  is  "menu  labeling"  that 
restaurants  now  view  with  the  most 
alarm.  On  Jan.  22,  New  York  City  voted 
to  require  that  calorie 
information  be  posted  on 
chain -restaurant  menus  as 
of  Mar.  31.  That  prompted 
John  Gay,  chief  lobbyist  at 
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the  National  Restaurant 
Assn.,  to  blast  an  e-mail 
to  state  restaurant  trade 
groups  saying  the  as- 
sociation is  considering  a 
national  response. 

From  Hawaii  to  Mas  - 
sachusetts,  more  than  a 
dozen  state  and  local  gov- 
ernments are  considering 
putting  calories  front 
and  center  on  menus. 
San  Francisco  wiW  hold 
hearings  this  month,  and  a 
law  passed  last  year  in  Seattle  goes  into 
effect  Aug.  1.  To  stave  off  new  laws  and 
overturn  existing  ones,  the  industry  is 
marshaling  a  range  of  tactics.  Last  year 
the  New  York  State  Restaurant  Assn. 


NE 


challenged  an  earUer  New  York  calor:  [ 
labeUng  law,  retaining  Arnold  &  Port 
longtime  counsel  to  tobacco  giant 
Philip  Morris.  The  result  was  a  pyrrh 
victory:  A  federal  judge  struck  dovra 
law  in  September,  essentially  becaus 
applied  to  too  few  restaurants.  The  ni 
law,  which  applies  to  chains  with  10  ( 
more  outlets  nationwide,  fixes  that. 
In  interviews  and  prepared  state- 
ments, representatives  of  Burger  Kii 
Dunkin'  Donuts,  and  Uno  Chicago  C 
said  that  providing  detailed  nutritic 
information  through  such  means  as 
the  Internet  and  posters  in  restaurai 
is  the  best  way  to  inform  consumers 
Health  advocates  beg  to  differ.  Note 
Margo  G.  Wootan,  a  nutrition  scieni 
at  the  Center  for  Science  in  the  Publ 
Interest:  "You  don't  see  Burger  Kinj 
putting  the  prices  for  Whoppers  on 
posters  back  by  the  restroom." 

So  what  if  a  McDonald's  menu  tell 
customers  that  a  large  chocolate  sha 
contains  more  calories  than  two  Big  \ 
Macs  ?  Or  a  Quiznos  menu  lets  a  patil 
know  that  its  large  tuna  melt  weighsi 
at2,090calories— a  full  day 's  allot  - 
ment  for  a  typical  adult?  (Quiznos 
notes  that  it  offers  lower -calorie  itei 
The  restaurant  industry  argues  that 
there's  no  good  scientific  evidence  t 
this  would  lead  to  a  reduction 
obesity,  and  further,  that  it  m: 
lead  diners  to  base  decisions  (• 
calorie  counts  alone.  That  coi 
mean,  said  Dunkin'  Donuts  ir 
court  filing,  that  patrons  migi(  ^ 
"not  consider  that  the  item  ir^  . 
have  protein  and  other  nutrie 
that  may  contribute  to  a  bal- 
anced diet." 

Even  surrogate  groups  witl 
populist  names  are  getting 
involved  on  restaurants'  behs 
Offering  testimony  against  ir 
labeling  in  New  York  was  a  rer 
'  from  the  Center  for  Consumo 
Freedom,  a  Washington-base 
not-for-profit  initially  funde 
by  Philip  Morris,  and  now 
backed  largely  by  food  and 
restaurant  companies.  On  itsl|   r 
;agaiin(  0 


k\ 


Web  site,  the  CCR  rails  agaim) 
"food  police"  and  proclaims 
"Americans  should  still  have 
right  to  guilt  -free  eating."  Tt 
battle  is  joined.  iBWi 
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The  naked  eye  sees  ten  good  investments, 
he  trained 


fhey  say  a  shrewd  investor  can  spot  a  winner  a  mile  away.  Why  you'd  judge  an  investment  from  a  mile  away  is 

tnd  us.  But  you  get  the  point.  The  trained  eye  sees  things  the  untrained  eye  can't.  It's  no  wonder  many  professional 
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out  why  we're  becoming  the  apple  of  the  experienced  investor's  eye. 
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HOUSING 


By  Peter  Coy 

Illustrations  by  Joe  Zeff  Design,  Inc. 

Why  home  prices  could  drop 
25%  more  on  average  before 
the  market  finally  hits  bottom 


As  Washington  policymakers  struggle  to  M 
the  U.S.  out  of  recession,  the  swirling  confuii 
over  the  housing  market  is  making  their  job  { 
tougher.  Will  American  consumers  keep  shopp 
or  be  forced  to  pull  back?  Will  banks  lend  freel 
be  hamstrung  by  mortgage  defaults  ?  What  arei 
best  policy  options  right  now?  Those  and  o\i 
important  questions  simply  can't  be  answered  without  a  good  idea  of  whether  home  prices  will  i 
flatten  out,  or  keep  dropping.  |  Some  experts  have  begun  to  suggest  that  a  bottom  is  in  sight.  Pali: 
search  analyst  Stephen  East  wrote  in  a  research  note  to  his  firm's  clients  on  Jan.  25  that 
"the  sun  is  not  shining  very  brightly,  but  at  least  the  worst  of  the  storm  has  likely  passed." 
With  optimism  budding,  Standard  &  Poor's  beaten-down  index  of  homebuilder  stocks 
soared  49%  from  Jan.  15  through  Jan.  29.  |  But  it's  considerably  more  likely  that  the  storm  is 
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ELTDOWN 


gathering  force.  On  Jan.  30  the  government  said  annual 
nomic  growth  slowed  to  just  0.6%  in  the  fourth  quar- 
as  home  construction  plunged  at  a  24%  annual  rate.  The 
jidard  &  Poor 's/C  ase  -  Shiller  20  -  city  home  price  index  fell 
h  in  November  from  the  year  before,  the  biggest  decline 
;e  the  index  was  created  in  2000. 

nd  that  could  be  just  the  start .  Brace  yourself:  Home  prices 
Id  sink  an  additional  25%  over  the  next  two  or  three  years, 
irning  values  to  their  2000  levels  in  inflation-adjusted 
ns.  That's  even  with  the  Federal  Reserve's  half-percent- 
h point  rate  cut  on  Jan.  30 

labile  a  25%  decline  is  unprecedented  in  modern  times, 
le  economists  are  beginning  to  talk  about  it .  "We  now  see 
sntial  for  another  25%  to  30%  downside  over  the  next  two 
s,"  says  David  A.  Rosenberg,  North  American  economist 
VIerrill  Lynch,  who  until  recently  had  expected  a  much 
ller  slide, 
locking  though  it  might  seem,  a  decline  of  25%  from  here 


MM 


ROOM  TO  FALL 


starting  in  2000,  Inome  prices  soared  far  above  their  long-term 
trend.  They  have  barely  begun  to  return  to  normal. 


HNFLATION-ADJUSTED  HOUSING  PRICES 
> TREND  LINE* 


1890      1900       1910       1920       1930       1940       1950       1960       1970       1980     1990 
•BASED  ON  BW'S  ESTIMATE  OF  THE  UNDERLYING  RATE  OF  HOME  PRICE 
GROWTH  FROM  1  890  TO  2007 
Data:  Robert  H.  Shiller,  Irrational  Exuberance,  second  edition 


2000  2007 

EST 
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would  merely  reverse  the  market's  spectacular  appreciation 
during  the  boom.  It  would  put  the  national  price  level  right 
back  on  its  long-term  growth  trend  line,  a  surprisingly  mod- 
est 0.4%  a  year  after  inflation  (page  44).  There's  a  recent 
model  for  this  kind  of  return  to  normalcy  after  the  bursting 
of  a  financial  bubble.  The  stock  market  decline  that  began  in 
2000  erased  most  of  the  gains  of  the  boom  of  the  second  half 
of  the  1990s,  leaving  investors  with  ordinary- sized  returns. 

Why  might  housing  prices  plunge  violently  from  here?  Re- 
member the  two  powerful  forces  that  pushed  them  up:  lax 
lending  standards  and  the  conviction  that  housing  is  a  fail- 
safe investment.  Now  both  are  working  in  reverse,  depress- 
ing demand  for  housing  faster  than  homebuilders  can  rein  in 
supply.  By  reinstituting  safeguards  such  as  down  payments 
and  proof  of  income,  lenders  have  disqualified  thousands  of 
potential  buyers.  And  many  people  who  do  qualify  have  lost 
the  desire  to  buy.  "A  down  market  is  getting  baked  into  ex- 
pectations," says  Chris  Flanagan,  head  of  research  in  JPMor- 
gan  Chase's  asset-backed  securities  group.  "People  say:  'I'm 
not  buying  until  prices  are  lower.' "  He  predicts  prices  will  fall 
about  25%,  bottoming  in  2010. 

Nobody  can  be  sure  how  far  prices  will  decline.  Still,  if 
prices  drop  that  much,  it  could  mean  big  trouble  for  the  U.S. 
economy,  which  is  already  on  the  brink  of  recession.  It  would 
blow  a  hole  in  the  balance  sheets  of  banks  and  households, 
slicing  more  than  $5  trillion  off  household  wealth.  That's 
roughly  the  size  of  the  drop  in  stock  market  wealth  from  the 
peak  in  early  2000,  a  big  reason  for  the  recession  of  2001.  Yale 
economist  Robert  J.  Shiller,  a  longtime  housing  bear,  points 
out  that  a  housing  decline  that  started  in  1925  and  ran  until 
1932  weakened  banks  and  contributed  to  the  Great  Depres- 
sion, which  started  in  the  U.S.  in  1929. 

MACARONI  AND  CHEESE 

It  has  become  a  cliche,  but  an  accurate  one,  that  Americans 
used  their  homes  as  ATMs  during  the  boom  years.  They  lined 
up  for  cash-out  refis  or  home-equity  loans  to  turn  housing 
wealth  into  spending  money.  So  far,  the  amount  of  equity  being 
withdrawn  has  remained  surprisingly 
strong- $700  bilhon  at  an  annual  rate 
in  the  third  quarter.  But  it's  bound  to 
dwindle  if  prices  keep  falling,  giving 
the  economy  a  further  downward  push. 
According  to  an  analysis  conducted  for 
BusinessWeek  by  Zillow.com,  the  real 
estate  Web  site,  a  further  20%  decline 
in  prices  nationwide  would  mean  that 
two -thirds  of  people  who  bought  in 
the  past  year  would  owe  more  than 
their  homes  would  be  worth,  mean- 
ing they  couldn't  take  out  cash  if  they 
wanted  to. 

Alesandra  Sanchez,  who  works  for 
the  city  of  Las  Vegas,  and  her  husband, 
Craig  Mireles,  a  project  manager  for 
an  architect,  are  living  that  problem. 
Their  house  in  Summerlin,  Nev.,  has 
quickly  gone  from  a  money  geyser  to  a 
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COAST  TO  COAST 

A  20%  decline  in  home  prices  would  wipe  out  all  of  th 
home  equity  of  67%  of  people  who  bought  in  the  last 
Zillow.com  estimates.  A  survey  finds  that  most  homeo 
don't  think  their  homes  have  lost  any  value  yet. 
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BLACK  BARS  represent  the 
percentage  of  homes  bought 
in  the  past  year  that  would  be 
worth  less  than  their  mortgages 
if  prices  fell  20%  more. 

PIE  CHARTS  show  the  results 
of  a  December  survey  of  1 ,509 
homeowners  asking  whether 
they  thought  their  home's  value 
had  risen  or  fallen  over  the  past 
year.  Included  is  an  estimate  of 
the  change  in  value. 


ONE  BUBBLE 
THAT  WENT  POOF 

The  drop  in  stock  prices  earlier  this 
decade  shows  how  overpriced 
markets  can  abruptly  decline 


S&P  500  INDEX 
INFLATION-ADJUSTED 
N  2007  DOLLARS 


Data:  Survey  by  Harris  Interactive:  value  estimates  by  Zillow.com 

drain .  The  couple  raised  about  $70,000  in  cash  in  2005  by^rf 
financing  less  than  a  year  after  they  bought  their  home.  Tl  lot 
put  the  money  toward  student  loans,  medicine  for  SanchI'  'i 
rheumatoid  arthritis,  and  other  things.  Now  the  cash  is  g 
and  the  interest  rate  has  ratcheted  up  to  11%.  Alesandra  affci 
the  new  payment  of  $4,200  a  mo'  ile 
"is  doable ...  but  it's  like  eating  mEi"  fet 
roni  and  cheese:  It  doesn't  leave  n 
for  anything  else."  No  wonder  ■ 
retail  sales  fell  0.4%  in  DecemiN 
and  economists  are  projecting  a  sl^  ttl 
slowdown  in  overall  consumer  spe 
ing  this  year. 

The  second  shock  to  the  ecomr 
frorri  the  housing  bust  will  come  t  «s 
the  financial  sector,  which  has  \  fftl 
weakened  by  losses  on  mortgage 
well  as  mortgage  -backed  securitie 
more  exotic  derivatives.  Banks  boi  p, 
so  much  money  to  fund  their  inv 
ments  that  if  a  loss  on  some  hoi 
reduces  their  capital  by  $10,  they! 
to  reduce  their  lending  by  $100  to  a 
exceeding  their  self- chosen  leva'  lie, 
targets,  calculates  Goldman  Sffiibe 
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WEST 


MIDWEST 


NORTHEAST 


FANNIE  AND 
FREDDIE  RETURN 


ef  U.S.  economist  Jan  Hatzius.  He  estimates  that  banks 

I  other  financial  institutions  will  suffer  about  $200  billion 

eal  estate  losses  and  respond  by  cutting  their  lending  by 

:rillion,  or  about  5%  of  total  lending.  The  cutback  could 

wen  more  extreme  if  they  react  to  the  turmoil  by  lowering 

ir  leverage  ratios ,  he  says ,  rather  than  keeping  them  intact . 

jiks  have  already  begun  tightening  lending  standards.  In  the 

:d  quarter,  mortgages  were  harder  to 

than  at  any  time  in  the  17 -year  his- 

f  of  the  Federal  Reserve's  survey  of 

ijor  loan  officers. 

rices  won't  fall  uniformly,   of 

rse.  Once-booming  cities  such  as 

Vegas  and  Miami  and  weak  econ- 

es  like  Detroit  are  likely  to  fare 

se  than  Seattle  or  Charlotte,  N.C. 

price  decline  will  be  smaller  if  it's 

tched  out  over  longer  than,  say,  two 

I's,  because  inflation  will  have  more 

s  to  do  some  of  the  job  of  eroding 

real  value  of  homes.  Still,  if  the  na  - 

al  average  decline  is  anywhere  near 

>,  the  entire  U.S.  economy  is  in  for 

[ble.  Keep  in  mind,  says  Merrill's 

enberg,  that  the  relatively  puny 


SHARE  OF  MORTGAGE-BACKED 
SECURITIES  ISSUED  BY 
FANNIE  MAE  AND  FREDDIE  MAC 
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Data:  Inside  MBS  &  ABS,  UBS 


price  decline  to  date  has  already  pushed  home-loan  delin- 
quencies to  their  highest  level  in  20  years.  The  plunge  in  resi- 
dential construction  reduced  the  economy's  annual  growth 
rate  by  a  full  percentage  point  in  the  third  quarter  of  2007.  A 
bigger  decrease  would  wipe  out  even  more  jobs — carpenters, 
real  estate  agents,  mortgage  brokers,  furniture  salespeople. 
For  American  consumers,  meanwhile,  huge  losses  would 
almost  certainly  undermine  the  long- 
held  premise  that  homeownership  is 
the  most  reliable  way  to  build  wealth 
and  a  middle-class  life.  "I  know  you're 
not  supposed  to  say  'I  told  you  so,'  but 
I'm  at  the  age  where  I  can  do  it:  Home- 
ownership  was  oversold,"  says  67- 
year-old  House  Finance  Committee 
Chairman  Barney  Frank  (D-Mass.). 

One  look  at  the  long-term  home 
price  chart  (page  41)  tells  you  all  you 
need  to  know:  Starting  in  2000,  prices 
crossed  above  their  trend  line  and  just 
kept  going  up.  The  spike  had  never  hap  - 
pened  in  modern  U.  S.  history,  according 
to  data  dating  back  to  1890  that  Shiller 
painstakingly  compiled  for  the  second 
edition  of  his  book  Irrational  Exuber- 
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OWNERSHIP  MAY  DIP 

Eventually,  evidence  that  buying  a 
home  isn't  a  surefire  way  to  build 
w/ealth  could  erode  political  support 
for  bolstering  homeownership 


ance  in  2005.  Back  then  he  predicted 
a  sharp  drop  in  house  prices.  Now  he 
says  lawyers  won't  let  him  publicly 
forecast  home  prices  because  he's  in- 
volved in  preparing  the  market -sensi- 
tive Standard  &  Poor's/Case-Shiller 
home  price  indexes.  All  he'll  say  is: 
"This  is  a  historic  turning  point." 

Optimists  point  out  that  the  Fed, 
Congress,  and  the  White  House  are  all 
committed  to  keeping  housing  aloft 
so  it  doesn't  kill  the  economy.  The 
Fed  reduced  the  federal  funds  rate  by 
three  quarters  of  a  percentage  point  on 
Jan.  22  and  followed  with  a  half-point 
cut  on  Jan.  30  — an  extremely  rapid 
move  for  a  major  central  bank.  Home  - 
builders  also  are  doing  their  bit  to  sup  - 
port  prices:  They've  cut  production  so 
drastically  that  even  though  home  sales  fell  more  than  ex- 
pected in  December,  the  backlog  of  unsold  new  homes  shrank 
slightly.  Douglas  Duncan,  chief  economist  of  the  Mortgage 
Bankers  Assn.,  predicts  existing  home  prices  will  slip  less 
than  2%  this  year  before  beginning  to  rebound  in  2009. 

Pessimists  aren't  impressed.  One  of  the  iirst  high-profile 
bears  on  housing,  Ian  Shepherdson  of  consulting  firm  High 
Frequency  Economics,  is  looking  for  a  20%  decline  in  prices 
from  their  peak  but  says  40%  wouldn't  shock  him.  "We've 
never  been  here  before,  so  there's  no  road  map,"  he  says. 

There's  even  uncertainty  about  where  prices  are  right  now, 
since  many  would-be  sellers  are  refusing  to  cut  them  enough  to 
make  a  sale.  A  Harris  Interactive  survey  for  Zillow.com  in  De- 
cember found  that  36%  of  homeowners  thought  their liomes 
had  increased  in  value  over  the  past  year,  vs.  23%  who  thought 
they  had  decreased.  That  willful  optimism  translates  directly 
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into  the  record  overhang  of  unsold  e 
isting  homes:  more  than  4  million. 

For  a  truer  picture  of  the  mark 
look  at  sales  by  banks  and  buildei 
which  don't  have  the  luxury  to  w 
things  out  because  they  have  to  woi^ 
about  cash  flow.  Deutsche  Bar 
among  other  banks,  has  been  slas 
ing  prices  on  repossessed  homes   n 
get  rid  of  them.  In  a  recent  transact! 
mentioned  on  BusinessWeek's  F 
Property  blog,  Deutsche  Bank  solnfil 
house  in  Woodbridge,  Va.,  in  Decei 
ber  for  $150,000,  less  than  half  its  1  h 
sale  price  of  $315,000  in  the  springf  jf 
2005.  In  November,  Lennar,  the 
builder,  sold  11,000  home  sites  t 
joint  venture  it  formed  with  Mor§ 
Stanley  Real  Estate  for  $525  millii 

60%  below  what  they  were  valued  on  Lennar's  books.  Thi. 

capitulation,  and  it's  likely  to  occur  more  often  as  sellers 
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the  idea  that  waiting  won't  solve  their  problems. 
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MORTGAGE  HURDLES  ;  ji 

Plenty  of  other  evidence  supports  the  notion  that  home  prin  5; 
have  further  to  fall.  There's  a  crisis  of  confidence  in  the  set;: 
ritization  of  mortgages,  which  pumped  up  housing  demj 
by  giving  buyers  access  to  nationwide  and  even  global  pc 
of  capital.  The  loose  Hnks  in  the  securitization  chain  allovlct 
risky  loans  to  be  made  at  low  rates.  Trust  in  that  system  is  bis  i 
ken  and  will  not  be  mended  quickly. 

Almost  the  only  mortgages  being  securitized  succec 
fully  are  the  ones  bought  by  Fannie  Mae  and  Freddie  Mv  » 
the  private  companies  with  implicit  government  backi<  iy 
They  accounted  for  about  87%  of  mortgage  securitizatio 
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WHAT'S  NORMAL 
FOR  HOUSING  PRICES? 

One  way  to  figure  out  the  long-term  trend 


By  Peter  Coy 

One  key  argument  for  a  big  drop  in 
home  prices  is  that  they  grew  at  an 
above-trend  rate  and  need  to  fall  to  get 
back  to  trend.  So  it's  fair  to  ask:  How 
do  we  know  what  the  long-term  trend 
really  is? 

BusinessWeek  started  with  Yale 
University  economist  Robert  J.  Shiller's 
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pioneering  research  on  the  history  of 
U.S.  house  prices  going  back  to  1890. 
Shiller  pieced  together  data  from  several 
surveys  and  then  removed  the  effects 
of  inflation.  We  calculated  the  growrth 
rate  that  gave  the  best  match  to  Shiller's 
data.  The  answer:  0.4%  per  year  after 
inflation.  The  calculation  also  suggested 
that  home  prices  were  still  on  their  long- 


term  trend  as  recently  as  2000 

This  estimate  comes  with 
a  caveat:  It  assumes  that  the 
history  of  prices  going  back 
to  1890  remains  relevant  in 
today's  market.  Choosing  196€ 

as  the  start  date  would  raise 

the  estimate  of  trend  growth 

to  0.8%  per  year.  On  the  other 

J  hand,  moving  the  end  date  to  ; 

leave  out  the  bubble  years  would  lower 

the  estimate.  Trend  growth  from  19601' 

2000  was  just  0.2%. 

But  no  matter  which  of  these  start 
and  end  dates  we  choose,  we  come  to  j  |[ 
similar  conclusion:  Home 
prices  are  still  way 
above  their  long- 
term  trend. 
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WHY  HOUSING  PRICES 
WON'T  PLUNGE... 
OR  WHY  THEY  WILL 

In  the  war  of  words  over  housing, 
both  sides  have  ammunition 

OPTIMISTS      PESSIMISTS 


Sellers  will  take 
their  homes  off 
the  market  rather 
than  sell  cheap.  So 
sales  volume  will 
fall  a  lot,  but  prices 
won't. 


Eventually 
sellers  will  have  to 
capitulate.  There's 
no  beating  the 
forces  of  supply 
and  demand. 


Securitization 

Securitization 

of  mortgages 

won't  disappear, 

tapped  a  global 

but  investors 

pool  of  savings, 

will  continue  to 

permanently 

demand  tougher 

lowering  rates  and 

standards,  making 

increasing  demand 

mortgages  harder 

for  housing. 

to  get. 

lecember,  vs.  fewer  than  half  in  2005 

[  2006,  according  to  the  pubUcation 

ide  MBS  <&  ABS  and  the  investment 

k  UBS.  Subprime  lending  is  nearly 

t  down,  home  -  equity  loans  and  lines 

:redit  are  scarce,  and  jumbo  mort- 

es  (too  big  for  Fannie  and  Freddie  to 

chase)  command  premium  rates.  A 

rey  of  real  estate  agents  found  that  a 

d  of  planned  home  sales  were  can- 

id  or  delayed  last  fall  because  of  loan 

blems. 

ven  Fannie  and  Freddie,  which  style 

mselves  as  the  last  resort  of  the 

[le  buyer,  have  tightened  standards 

raised  fees.  And  they  remain  reluc- 

;  to  raise  funds  to  buy  mortgages  if  it 

ms  lowering  returns  to  sharehold- 

Fannie  Mae  Chief  Executive  Daniel 

vludd  joked  to  Wall  Street  analysts 

)ecember  that  the  process  of  cut- 

!  the  dividend  and  selling  preferred 

res  to  raise  money  pained  him  so 

;h  that  "I  wanted  to  cut  off  both  my 

IS  and  both  my  legs,  and  my  head, 

my  kidney." 

heaper  mortgages  won't  necessar- 

ride  to  the  rescue,  either.  Thirty- 

•  conventional  fixed -rate  mortgages 

id  to  fall  after  the  Fed's  two  January 

cuts,  averaging  5.5%  on  Jan.  30.  Fi- 

cing  remains  cut  off  for  subprime 

rowers  and  for  owners  whose  home 

ity  has  dipped  too  low  to  qualify  for 

'w  loan.  Fed  rate  cuts  will  ease,  but 

eliminate,  the  pain  from  resets  on 

istable- rate  loans. 

3r  another  bearish  view,  there's  what  economists  refer 

[3  the  Mankiw  paper.  In  1989,  long  before  working  in  the 

ite  House  as  chief  economic  adviser  or  writing  his  best- 

;ng  textbook,  PrmcipZesofEconomics,  Harvard  University 

pomist  N.  Gregory  Mankiw  co-wrote  a  paper  that  was 

itlingly  negative  on  housing.  He  and  David  N.  Weil  pre- 

led  that  home  prices  would  decline  by  47%  after  inflation 

i"  the  next  20  years,  based  on  a  shrinking  pool  of  potential 

!-time  buyers  and  an  expectation  that  baby  boomers  as  a 

^p  would  spend  less  on  housing  as  they  grew  older. 

j  could  be  that  Mankiw  and  Weil  were  not  so  much  wrong 

remature .  Although  boomers  have  thwarted  expectations 

Iding  on  rooms  and  second  homes  as  they  age,  they  won't 


EAPER  MORTGAGES  MAY  NOT  HELP  MUCH.  CREDIT 
MAINS  CUT  OFF  FOR  SUBPRIME  BORROWERS  AND 
(NERS  WHOSE  HOME  EQUITY  HAS  ERODED  SHARPLY 


thwart  nature.  "At  some  point,  death  or 
illness  will  cause  baby  boomers '  houses 
to  come  onto  the  market ,"  observed  John 
Krainer,  a  senior  economist  at  the  Fed- 
eral Reserve  Bank  of  San  Francisco,  in  an 
in-house  pubHcation  in  2005.  When  the 
huge  boomer  generation  shuffles  off,  the 
nation's  housing  needs  will  wane.  That 
will  create  an  oversupply  unless  builders 
see  it  coming  and  reduce  construction. 
Judging  from  the  recent  overbuilding 
binge,  though,  their  forecasting  abih- 
ties  leave  a  lot  to  be  desired. 
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A  growing 
population,  includ- 
ing immigrants, 
will  soon  fill  up 
the  supply  of 
unsold  homes. 

The  rates  for  30- 
year  conventional 
mortgages  are  at 
their  lowest  level 
since  the  middle 
of  2005. 

Data:  BusinessWeek 


Boomers  have 
been  big  buyers 
of  first  and  second 
homes,  but  that 
source  of  demand 
is  fizzling. 

Rates  are  falling 
because  the  econ- 
omy is  slowing.  If 
a  recession  hits, 
housing  will  really 
get  whacked. 


NECESSARY  EVIL 

Observers  with  a  Calvinist  streak  see 
a  housing  crash  as  not  only  necessary 
but  also  positive.  It  will  force  Ameri- 
cans to  live  within  their  means,  which 
will  enable  the  U.S.  to  work  off  some  of 
its  towering  debt,  says  Peter  D.  Schiff, 
president  of  Darien  (Conn.)  brokerage 
Euro  Pacific  Capital,  who  was  early  in 
predicting  the  crash.  In  2005  the  share  of 
gross  domestic  product  devoted  to  resi- 
dential construction  reached  the  high- 
est since  1950,  when  the  U.S.  was  racing 
to  house  the  baby  boom  generation 
and  make  up  for  the  lack  of  construc- 
tion during  the  Depression  and  World 
War  II.  Now,  says  Schiff,  "if  there's  any 
construction,  it's  going  to  be  factories, 
oil  exploration,  mines."  He  takes  almost 
unseemly  delight  in  predicting  tougher 
times  ahead:  "Americans  are  going  to 
have  their  credit  cards  taken  away  from 
them  by  the  lenders .  We  're  going  to  turn 
the  American  economy  into  a  cash  economy." 

Foreclosure  counselors  such  as  Mildred  Wilkins  foresee 
similar  changes,  except  in  looking  back  they  put  more  of  the 
blame  for  the  fiasco  on  builders  and  lenders  and  less  on  bor- 
rowers. "We  have  been  fed  the  illusion  that  acquiring  a  home 
was  a  magic  key  to  stability,  to  wealth -building,"  says  Wilkins, 
who  travels  the  country  advising  lawyers  and  others  on  how  to 
handle  foreclosures.  Even  though  she  is  president  and  found- 
er of  an  Indianapolis  company  called  Home  Ownership  Mat- 
ters, which  promotes  responsible  ownership,  Wilkins  says  she 
never  believed  the  "poppycock"  that  homeownership  was  a 
sure  path  to  wealth,  calling  it  a  myth  foisted  on  lower-income 
Americans  by  politicians  serving  the  builders  and  bankers. 
The  sense  of  betrayal  is  probably 
most  intense  among  the  working-class 
families  who  were  supposed  to  be  the 
greatest  beneficiaries  of  easy  access  to 
low-down-payment  mortgages.  The 
less -pricey  outskirts  of  expensive  cities 
such  as  Los  Angeles  and  San  Francisco 
are  precisely  the  areas  where  the  biggest 
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share  of  recent  buyers  are  underwater 
on  their  mortgages.  Cindy  and  Larry 
Chaffold,  who  Uve  in  the  desert  east  of 
Los  Angeles  in  Apple  Valley,  bought  a 
house  for  $216,000  in  2005  that's  now 
appraised  at  $190,000.  Cindy  was  ready 
to  hand  the  keys  to  the  bank  until  she  got 
her  loan  modiiied.  Says  Chaffold:  "I  have 
been  screwed,  chewed  up,  and  spit  out." 


CHECKLIST  FOR 
A  HOUSING  BUST 

Hunker  down  for  the  possibility  of  a 
sharp  recession.  Build  savings. 


HARKING  BACK  TO  FDR 

If  home  prices  really  fall  an  additional 
25%,  Washington's  rescue  program  is 
likely  to  seem  seriously  inadequate.  So 
far  the  Bush  Administration  is  push- 
ing two  main  ideas:  FHASecure,  which 
offers  new  mortgages  to  certain  well- 
qualified  borrowers,  and  Hope  Now,  a 
private -sector  program  to  streamline 
the  modification  of  unaffordable  loans. 
But  FHASecure  isn't  open  to  people 
who  are  underwater  on  their  mort- 
gages—in other  words,  those  who  most 
need  help.  And  the  Hope  Now  alliance 
doesn't  seem  to  be  coping  successfully 
with  the  mounting  backlog  of  loan  de- 
linquencies. The  other  big  Washington 
initiative,  to  crack  down  on  loose  lend- 
ing practices,  could  be  ineffective  and  even  counterproduc- 
tive, because  it's  making  loan  funding  less  available  right 
when  it's  needed  most. 

The  next  big  reform  ideas  may  hark  back  to  President 
Franklin  D.  Roosevelt.  Many  of  the  housing  market's  props 
today— including  Fannie  Mae  and  the  Federal  Housing  Ad- 
ministration—were launched  during  the  1930s.  If  things  get 


If  you  have  to  sell,  cut  your  price 
aggressively  now. 

If  you're  buying,  take  plenty  of  time 
to  look  around. 

Shop  carefully  for  a  mortgage- 
especially  if  you  need  a  jumbo  loan. 

Rush  to  get  a  home-equity  line  of 
credit  if  it's  not  already  too  late. 

Try  not  to  rent  out  your  home  for 
more  than  three  years,  or  you'll  lose 
the  capital-gains  tax  exclusion. 

Clean  up  any  black  marks  on  your 
credit  score. 


bad  enough,  say  some  analysts,  it  C( 
raise  interest  in  renewing  another 
novation  of  the  Depression  years. 
Home  Owners'  Loan  Corp.,  which 
money  directly  to  hard-pressed  1 
rowers  to  prevent  foreclosure.  If  enc 
banks  get  into  trouble,  Congress  m 
even  create  something  roughly  ps 
lei  to  the  i98os-era  Resolution  T 
Corp.,  which  cleared  up  the  sav 
and  loan  crisis  by  shutting  down  \ 
thrifts,  thus  wiping  out  the  investm 
of  the  owners,  and  then  selling  off  1 
assets  to  the  highest  bidders. 

And  with  homeownership  no  lo 
seeming  like  such  a  sure  thing,  nati 
housing  policy  could  become  n 
evenhanded  toward  renters.  Cons 
is  weighing  the  creation  of  a  Nati 
Affordable  Housing  Trust  Fund 
would  build,  rehabilitate,  and  pres 
1.5  million  units  of  housing  for  the  ] 
est -income  families  over  the  ne> 
years.  The  national  homeowner- 
rate  has  already  fallen  about  one 
centage  point  from  its  peak,  to  68.22 
last  year's  third  quarter. 
However  things  unfold,  the  cha 

are  likely  to  be  wrenching.  The  bigger  the  boom,  the  haj 

the  fall.  I BW I 
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BUSINESSWEEK.TV       I    For  more  on  the  housing  market  swoon, 
I    including  steps  sellers  can  take  to  cope 
with  the  tough  environment,  watch  a  video  report  at  businessweek. 
com/go/tv/homeprices. 


LINKS 


Housing  is  in  the  headlines  all  over  the  world,  but  for  vastly  different  reasons 


The  Good... 


Several  maricets  are  still  booming. 
In  Australia,  median  prices  in 
Melbourne  rose  about  25%  in 
2007  and  could  surge  past  higher- 
priced  Sydney  within  a  year, 
according  to  a  Jan.  26  editorial  in 
Melbourne's  Herald  Sun  .  China's 
Xinhua  Financial  Network  reported 
on  Jan.  24  that  property  prices  in 
70  large  Chinese  cities  rose  10.5% 
in  December  from  the  previous 
year,  despite  "several  directives 
aimed  at  squeezing  liquidity  from 
the  market"— confirming  that 
bubbles  aren't  easy  to  pop. 


$ 


...the  Bad... 


But  in  other  places,  price  growth  is 
slowing  or  reversing.  Business- 
Week reported  on  Nov.  21  that  on 
the  outskirts  of  Spanish  cities 
"you'll  find  a  forest  of  half-built 
apartment  towers  and  townhous- 
es."  In  Ireland,  traditionalists 
welcome  the  market's  sudden 
cooling.  A  Jan.  24  column  in  the 
Kildare  Nationalist  rued  the  way  a 
construction  boom  had  spoiled  the 
appearance  of  800-year-old  Athy. 
"The  once-compact  market  town... 
has  been  extended  and  reshaped 
almost  beyond  recognition,"  the 
columnist  wrote. 


...and  the  Silver  Lining 

Prices  are  falling  in  Britain  as  well, 
and  to  some  analysts,  that's  just 
fine.  On  Jan.  28,  The  Times  of 
London  ran  a  commentary  by  a 
geography  professor  Chris 
Hamnett  titled,  "Great  news! 
House  prices  are  down."  His  point: 
By  making  homes  more  affordable, 
a  big  price  drop  will  be  good  for  the 
market's  long-term  health. 
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Go  vs^ith  the  retirement  leader. 
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Roll  over  your  401  (k) 

to  America^  ^1 
retirement  provider. 


If  you  have  a  401  (k)  from  a  previous  job,  you  want  your  retirement  savings  to  work  as  hard  as  they  can. 
A  Fidelity  Rollover  IRA  may  be  right  for  you.  You'll  have  a  full  range  of  investment  options  plus  the  help 
you  need  to  choose  the  ones  for  you. 

Free,  one-on-one  help  from  a  Rollover  Specialist. 

With  a  litde  help,  moving  an  old  401  (k)  can  be  easy.  Call  us  or  stop  by  a  Fidelity  Investor  Center  to  talk 
with  someone  who  knows  how  to  get  it  done.  Our  Rollover  Specialists  can  even  help  with  the  paperwork 
and  contacting  your  former  employer. 


The  Fidelity  Rollover  IRA  Advantage 

Rollover  Specialists.  Experts  who  make  it  easy  to  move  your  IRA  or  old  401(k)s. 

Free  investment  help.'  We  give  you  one-on-one  help  choosing  among  both 

Fidelity  and  non-Fidelity  funds. 

More  4-  and  5-star  funds.'  We  manage  more  highly  rated  mutual  funds  than  any 

other  company  —  and,  of  course,  you  can  also  choose  stocks,  bonds,  and  CDs. 

No  IRA  account  fees.  Plus,  Fidelity  funds  are  no-load.^ 

24/7  Service.^  Access  to  your  account,  including  someone  to  talk  with  anytime. 
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Open  your  Fidelity  IRA  today.       p 


Call  1.800.823.0169  or 

visit  Fidelity.com/rolloverleader 


Fidelity 

inivEsriuiEivTs  ^r 


ore  invest'mg,  consider  the  fund's  investment  objectives,  risl<s,  charges,  and  expenses.  Contact  Fidelity  for 
ospectus  containing  this  information.  Read  it  carefully. 

ce  for  claim  that  "Fidelity  is  America's  #1  retirement  provider"  is  PLANSPONSOR  2007  Recordkeeping  Survey  ©  Asset  International 
Based  on  defined  contribution  assets  and  participants  of  recordkeepers  reporting  as  of  12/31/06.  Cerulli  Associates,  The  Cerulli  Edge^"- 
ement  Edition,  Fourth  Quarter  2007.  Based  on  an  industry  survey  of  firms  reporting  Total  IRA  Assets  Administered  for  Q2  2007. 

ie  consider  all  applicable  fees  &  features  before  moving  your  account. 

lidance  is  provided  by  Fidelity  Representatives  through  the  use  of  Fidelity's  suite  of  guidance  tools.  These  tools  are  educational  tools  and  not 

ended  to  serve  as  the  primary  or  sole  basis  for  your  investment  or  tax-planning  decisions. 

of  12/31/2007, 88  out  of  159  funds  rated  4  orb  stars  by  Morninqstar.  ,       ,     ,  ,  ,  _, 

nd  expenses,  brokerage  commissions,  and  SIMPLE  IRA  fees  still  apply.  Depending  on  your  situation,  low-balance,  short-term  trading,  and 

tount  closing  fees  may  apply  Other  fees  and  expenses  applicable  to  continued  investment  are  described  in  the  fund's  current  prospectus. 

stem  availability  and  response  time  may  be  subject  to  market  conditions. 

ity  Brokerage  Services,  Member  NYSE,  SIPC  484874.2 
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AIRLINE 
SAFETY: 

A  WHISTLEBLOWER'S 
TALE 


By  Stanley  Holmes 

Illustrations  by  Chang  Park 


A  new  report  spotlights  how  FAA 
inspectors  must  battle  not  only 
carriers  but  their  own  agency,  too 


After  mechanics  at  Northwest  Airlines  went  out  on  strike 
on  Aug.  20,  2005,  Federal  Aviation  Administration  safety 
inspector  Mark  Lund  began  to  see  troubhng  signs.  One  re- 
placement mechanic  didn't  know  how  to  test  an  engine. 
Another  couldn't  close  a  cabin  door.  Many  did  not  seem 
properly  trained.  In  Lund's  view,  their  inexperience  resulted 
in  dangerous  mistakes.  OneDC-lo,  for  example,  had  a  bro- 
ken lavatory  duct  that  allowed  human  waste  to  spill  onto  vital 
navigation  equipment.  The  leak  developed  during  a  flight 
from  Amsterdam  to  Minneapohs.  Northwest  planned  to  let 
the  plane  continue  on  to  Honolulu  with  the  perilous  and  pu- 
trid problem  unfixed— until  one  of  Lund's  fellow  safety  in- 
spectors in  Minneapolis  intervened. 
Just  two  days  after  the  strike  began,  Lund  lired  off  a  "  Safety 
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Recommendation  for  Accident  Prevention"  letter  to  his  su- 
pervisors and  to  FAA  headquarters  in  Washington.  It  was  the 
'  loudest  alarm  he  had  the  authority  to  ring.  Claiming  that  "a 
situation  exists  that  jeopardizes  Hfe,"  Lund  proposed  cut- 
ting back  on  Northwest's  flight  schedule  until  mechanics  and 
inspectors  could  do  their  job  "without  error."  But  instead  of 
taking  harsh  action  against  the  airline,  the  agency  punished 
him.  On  Aug.  29,  Lund's  supervisors  confiscated  the  badge 
that  gave  him  access  to  Northwest's  facilities  and  gave  him 
a  desk  job.  That  happened  to  be  the  same  day  the  airline  sent 
a  letter  to  the  FAA  complaining  about  Lund's  allegedly  dis- 
ruptive and  unprofessional  conduct.  The  FAA  says  it  treated 
Lund  fairly. 

As  the  airline  escalated  its  war  against  Lund,  he  counter- 
attacked. Going  over  the  heads  of  multiple  layers  of  FAA 
managers,  Lund  faxed  his  Safety  Recommendation  to  Mark 
Dayton,  then  the  Democratic  senator  in  Northwest's  home 
state  of  Minnesota.  Dayton,  in  turn,  brought  the  matter  to 
the  attention  of  the  Inspector  General  for  the  Transportation 
Dept.,  which  oversees  the  FAA. 

In  the  two  years  after  Lund  blew  the  whistle  on  the  unad- 
dressed  problems  he  perceived  at  Northwest,  he  says,  the 
FAA  made  his  life  uncomfortable.  Now,  Lund  is  returning  the 
favor.  On  Sept.  27, 2007,  the  Inspector  General  released  a  re- 
port on  the  episode  that  lambasted  the  FAA  for  its  treatment 
of  Lund,  who  held  on  to  his  job  despite  what  he  claims  was 
an  effort  to  fire  him.  At  the  request  of  the  Inspector  General, 
the  agency  is  now  in  the  process  of  modifying  the  procedures 
it  uses  to  review  safety  allegations  raised  by  inspectors.  The 
FAA  is  bracing  for  more  scrutiny  on  this  issue.  In  March,  the 
House  aviation  subcommittee  plans  to  hold  a  hearing  on 
an  alleged  incident  of  retaliation  involving  an  inspector  for 
Southwest  Airlines. 

The  "FAA's  handling  of  [Lund's]  safety  concerns  appeared 
to  focus  on  discounting  the  validity  of  the  complaints,"  the 
Inspector  General's  office  wrote  in  its  report.  "A  potential 
negative  consequence  of  FAA's  handling  of  this  safety  rec- 
ommendation is  that  the  other  inspectors  may  be  discour- 
aged from  bringing  safety  issues  to  FAA's  attention." 

ON-THE-GROUND  COPS 

Lund's  story  shines  a  spotlight  on  a  conflict  that  most  passen  - 
gers  have  no  idea  exists:  the  one  between  safety  inspectors 
and  airlines.  The  inspectors  are  the  on-the-ground  cops 
who  ensure  that  engines  fire  up  properly,  that  the  wing  flaps 
function,  and  that  all  of  the  other  complex  machinery  in  an 
aircraft  is  in  good  working  order.  They  have  broad  discretion 
to  halt  and  delay  flights— power  that  often  rankles  the  thinly 
stretched,  financially  strapped  carriers.  When  an  inspector 
launches  a  formal  investigation  into  an  apparent  safety  vio- 
lation at  a  passenger  airline,  something  that  happened  more 
than  200  times  last  year,  it  often  triggers  costly  repairs.  And 
when  the  bill  exceeds  $50,000,  the  FAA  must  issue  a  press  re- 
lease alerting  the  world  to  the  problem. 

The  airlines  sometimes  fight  back.  Executives  meet  con- 
stantly with  local  FAA  officials  on  a  wide  variety  of  issues  and 
occasionally  lodge  informal  complaints  against  tough  inspec  - 
tors.  From  time  to  time,  the  carriers  bring  their  concerns  di- 


rectly to  the  agency's  top  official:  the  FAA  administrate^ 
the  airline  feels  uncomfortable,  management  will  call  the 
administrator,"  says  Linda  Goodrich,  a  former  inspector' 
is  now  vice-president  of  the  Professional  Airways  Sys  x 
Specialists  (PASS)  union,  which  represents  inspector: 
played  no  role  in  Lund's  dispute  with  the  agency.  "Thetljtij 
administrator  will  immediately  demand  to  know  what  Vi* 
doing  to  them.  You  can  imagine  an  inspector  trying  to  d 
work  when  his  local  management  is  so  fearful  of  the  airli 
Several  safety  inspectors  told  BusinessWeek  that  the^ 
also  experienced  or  witnessed  retaliation.  (Most  of  the  s 
inspectors  interviewed  by  BusinessWeek  did  not  want 
identified  by  name  in  this  article  for  that  reason.)  The  F 
aviation  subcommittee  is  probing  an  episode  in  which 
management  allegedly  punished  an  inspector  in  2007 
cording  to  three  sources  with  knowledge  of  the  subcomi 
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tee's  probe.  Worried  that  some  of  the 
aluminum  skins  on  Southwest's  older 
Boeing  737s  were  prone  to  cracking,  this 
inspector  called  for  the  planes  to  be  ro- 
tated out  of  the  fleet  until  they  could  all 
be  repaired— a  process  that  would  have 
been  time-consuming  and  costly.  He 
was  reassigned  though  later  reinstated 
in  his  previous  job.  A  Southwest  spokes- 
person says  the  airline  "is  unaware"  of 
the  concerns  raised  by  this  inspector 
and  "has  no  knowledge  of  a  probe  by 
the  House  aviation  subcommittee."  The 
FAA  declined  to  comment. 

Several  safety  inspectors  interviewed 
by  Business  Week  said  the  pressure  not  to 
impose  big  expenses  on  the  carriers  in- 
creased after  the  September  11  terrorist 
attacks,  which  threw  the  airline  indus- 
try into  an  economic  tailspin.  They  said 
that  this  led  to  a  decrease  in  the  report- 
ing of  safety  violations.  In  the  six-year 
period  following  September  11,  2001, 
the  number  of  so-called  Enforcement 
Investigation  Reports  (EIRs)  iiled  for  the 
six  biggest  airlines  fell  by  62%,  to  1,480, 
compared  with  the  prior  six-year  pe- 
riod, according  to  FAA  data  reviewed  by 
BusinessWeek.  The  number  of  domestic 
passengers  grew  by  about  42%  during 
this  same  period. 

The  decline  in  EIRs  "begs  for  some 
type  of  congressional  oversight  and  in- 
quiry," says  Jim  Hall,  former  chairman 
of  the  National  Transportation  Safety 
Board.  "The  numbers,  as  they  stand 
alone,  are  alarming." 

The  FAA  argues  that  there  is  no  cause 
for  concern.  The  agency  notes  that  the 
fatal  accident  rate  has  steadily  declined 
over  the  past  decade,  and  it  disputes 
many  of  the  factual  allegations  and  criti  - 
ins  leveled  by  Lund,  Hall,  the  IG,  and  other  flight  inspec- 
t  interviewed  by  BusinessWeek.  The  FAA  says  that  all  of 
safety  issues  raised  by  Lund  during  the  Northwest  strike 
e  appropriately  investigated,  and  that  the  public  was  never 
ny  danger.  It  adds  that  airlines  have  no  power  to  retaliate 
inst  inspectors.  "The  FAA  Ustens  to  our  inspectors  and  ex- 
ts  them  to  investigate  all  potential  safety  risks,"  the  agency 
\te  in  response  to  questions  posed  by  BusinessWeek. 


5PECT0RS  SAY  THERE  WAS  PRESSURE  NOT  TO 
PORT  SAFETY  VIOLATIONS,  WHICH  MEAN  BIG 
PENSES  FOR  AIRLINES,  FOLLOWING  SEPTEMBER  11 


Northwest  says  that  it  did  not  retaliate  against  Lund,  that 
passengers  were  never  in  danger  during  the  2005  strike,  and 
that  it  performed  appropriate  maintenance  on  every  flight 
during  that  period,  including  the  one  with  the  broken  lavatory 
duct.  The  company  adds  that  its  training  program  has  always 
exceeded  FAA  standards.  "Northwest's  safety  record  during 
this  period  was  unblemished,"  says  Roman  Blahoski,  media 
relations  manager  for  Northwest  Airlines.  "It  has  always  been 
the  policy  of  Northwest  to  maintain  a  collaborative  and  pro- 
fessional relationship  with  all  of  the  government  agencies  that 
oversee  us;  this  includes  the  FAA." 

"I'LL  STOP  THE  AIRPLANE" 

There's  little  doubt  that  Lund  rubs  some  people  the  wrong 
way.  He  knows  the  agency's  thick  rule  book  almost  by  heart, 
and  he  interprets  it  strictly.  "Mark  stands  up  and  speaks 
the  truth,"  says  fellow  inspector  Mike  Gonzales,  who  works 
in  Scottsdale,  Ariz.  "Some  people,  including  even  his  col- 
leagues, don't  like  him  for  that."  Another  colleague  called  him 
"dogmatic "  and  " hard  to  like ."  Before  joining  the  FAA  in  19 9 o , 
Lund  worked  as  an  aircraft  electrician  for  the  U.S.  Navy  and 
as  maintenance  director  for  a  small  airline  in  Minneapolis.  He 
makes  no  apologies  for  his  sometimes  abrasive  personality. 
"I'm  here  to  keep  the  public  safe,"  says  Lund,  who  is  an  of- 
ficial in  the  local  PASS  union.  If  a  concern  arises,  "I'll  stop  the 
airplane,  and  I'll  watch  every  step." 

Lund  worked  in  Bloomington,  Minn.,  at  the  FAA  office  re- 
sponsible for  supervising  Northwest  Airlines.  In  FAA- speak, 
it  was  a  certificate  management  office.  It  had  about  60  in- 
spectors and  was  overseen  by  the  FAA's  regional  headquar- 
ters in  Chicago.  By  the  time  of  the  2005  strike.  Northwest  had 
already  sent  a  file  of  complaints  about  Lund  to  Chicago  "going 
back  many  years,"  according  to  the  IG  report. 

Lund  claims  that  most  of  the  airline's  complaints  arose 
when  he  delayed  planes.  In  1993,  Lund  prevented  five 
DC-los  from  taking  off  because  Northwest  had  not  repaired 
passenger- seat  defects  that  would  cause  them  to  come  apart 
in  a  crash.  "The  paperwork  had  been  signed  off,  but  we  found 
that  they  had  not  been  repaired  properly,"  Lund  told  Business  - 
Week.  He  claims  that  Northwest  pressured  his  bosses,  who  in 
turn  told  him  to  return  to  the  office  and  assured  him  that  the 
airline  would  fix  the  problem.  "I'm  sure  they  took  care  of  it," 
he  said.  "But  we  have  no  verification." 

While  inspecting  a  Northwest  747  in  1994,  Lund  discov- 
ered that  when  its  oxygen  masks  dropped  in  an  emergency, 
they  were  dangling  two  feet  above  the  head  of  a  typical 
passenger.  That  made  the  masks  useless.  He  stopped  the 
airplane  until  the  problem  was  fixed.  "The  carrier  went  bal- 
listic," said  a  Northwest  Airlines  FAA  inspector  with  direct 
knowledge  of  the  matter.  Northwest  declined  to  comment 
on  these  incidents. 

Once  the  2005  strike  got  under  way, 
Lund  and  his  fellow  inspectors  estab- 
lished 24-hour- a-day  surveillance  of 
Northwest's  4,400  replacement  me- 
chanics. Inspectors  met  with  their  su- 
pervisors every  day  to  discuss  potential 
safety  issues.  But  according  to  Lund, 


051 


FEBRUARY  11,2008  I  BUSINESSWEEK 


MHHHaiiiamiHnDi 


INDEP' 


052 


FAA  managers  ignored  inspectors'  warnings.  Lund  came  to 
the  conclusion  that  he  had  only  one  option:  to  file  the  special 
Safety  Recommendation  report,  which  is  the  only  method 
FAA  inspectors  have  to  raise  safety  concerns  without  having 
their  words  potentially  edited  by  supervisors.  The  FAA  says  it 
"thoroughly  investigated"  Lund's  concerns. 

On  Aug.  21,  Lund  worked  late  into  the  night  drafting  a 
nine-page  memo  that  described  his  observations  of  lo  sepa- 
rate maintenance  mistakes.  Besides  advocating  a  cutback  in 
Northwest's  flight  schedule,  he  proposed  upgrading  its  me- 
chanic-training program  and  increasing  FAA  surveillance 
of  the  carrier.  The  next  day,  Lund  says,  his  direct  supervisor 
got  a  call  from  a  higher-level  manager  ordering  Lund  to  be 
barred  from  inspecting  Northwest  planes.  Then  the  carrier 
fired  off  the  letter  of  com- 
plaint against  Lund,  ac- 
cording to  the  IG  report.  It 
said  Northwest  "would  no 
longer  permit  [Lund]  to  have 
unescorted  access  to  North- 
west facilities."  In  response, 
the  FAA  decided  to  stop  him 
from  conducting  on-site  in- 
spections altogether. 

PASS  union  official  Good- 
rich and  a  half-dozen  safety 
inspectors  interviewed  by 
BusinessWeek  said  they  were 
aware  of  similar  cases  but 
there  were  no  public  records 
of  these  incidents  because 

the  inspectors  in  question  had  not  taken  the  extreme  step  of 
complaining  to  a  senator.  "Lund  was  willing  to  lose  his  job 
over  principle.  He  was  a  serious  exception  to  the  rule,"  says 
Goodrich. 

A  comparable  case  unfolded  in  1999,  when  a  safety  inspec- 
tor named  Charles  Lund  (no  relation)  sent  an  e-mail  to  FAA 
officials  and  airline  executives  complaining  that  the  agency 
was  not  adequately  supervising  U.S.  carriers  flying  to  Russia. 
Four  months  later,  the  FAA  demoted  him.  After  an  investiga- 
tion by  the  U.S.  Office  of  Special  Counsel,  an  agency  that  in- 
vestigates mistreatment  complaints  by  Federal  employees,  the 
FAA  agreed  to  rescind  the  demotion  and  pay  Lund's  legal  fees. 
The  FAA  declined  to  comment  on  the  episode. 

BLOWOUTS  ON  LANDING 

In  Mark  Lund's  case,  Northwest's  complaint  managed  to  get 
him  temporarily  silenced.  But  the  airline's  problems  contin- 
ued to  mount.  During  the  first  six  weeks  of  the  strike,  inspec- 
tors identified  at  least  121  safety  problems  stemming  from 
workers'  lack  of  training  and  inability  to  "properly  complete 
maintenance  functions,"  according  to  the  IG  report. 

Although  nobody  was  injured  during  the  strike,  at  least  one 
of  these  incidents  was  quite  serious.  On  Aug.  20,  four  tires 
blew  out  when  a  Boeing  757  touched  ground  in  Detroit,  a  po- 
tentially life-threatening  safety  failure.  According  to  North- 
west's Blahoski,  "there  was  no  prior  history  of.. .brake  valve 
issues  on  this  aircraft  and  the  mechanical  failure  was  not  a  re  - 


suit  of  any  maintenance  process  or  procedure  irregularitie 
In  early  September,  2005,  the  IG's  office  dispatched  a  tean 
investigate  Lund's  complaints.  Its  staff  determined  that  otl 
inspectors  shared  his  concerns;  they  reported  that  "replai 
ment  workers  were  not  receiving  proper  training  and  W' 
not  properly  addressing  technical  problems  as  they  aros 
according  to  the  IG  report.  The  inspectors  also  said  that  F 
management  discouraged  levying  fines  against  Northwe 
"thus  leading  to  ineffective  oversight  of  the  carrier." 

Lund  worked  in  the  office  for  six  weeks  until  the  Inspec 
General's  office  brokered  a  deal  that  allowed  him  to  returr 
his  former  duties  in  early  October,  2005.  Once  reinstated, 
got  to  work  investigating  the  emergency  757  landing  in  Detr 
Lund  uncovered  photos  and  other  documents  indicating  t 

in  Seattle  a  replacement  n 
chanic  had  inadverten 
jammed  a  brake  cable.  T 
prevented  full  release  of 
brake,  causing  the  tires 
blow  out  upon  landing 
concluded. 

Emboldened,  Lund  s 
off  another  Safety  Reco 
mendation  on  Oct.  12, 
describing  his   findin 
He  repeated  the  unhee 
recommendations  of 
earlier  memo  and  addel 
small  barb.  "Northwests 
lines  is  an  operating  air  c 
rier,"  Lund  wrote.  "It  is 
a  school  to  train  its  mechanics  while  it  operates  at  a  sal 
risk  to  the  public." 

Within  a  month  the  strike  ended,  and  life  started  to  ret 
to  normal  for  Northwest .  But  Lund  believes  FAA  manageir 
started  to  try  to  fire  him.  Supervisors  started  criticizing 
for  small  errors.  His  directions  were  suddenly  sent  to  hii 
writing  and  he  was  given  strict  deadlines  for  the  comple 
of  tasks.  Supervisors  "singled  me  out,"  says  Lund.  "It  ere;, 
additional  stress." 

Lund  was  also  given  orders  he  found  unpalatable,  accorc 
to  co-workers.  Once,  a  manager  forced  him  to  revise  a  rep 
to  edit  out  a  reference  to  a  minor  safety  problem.  "  Whei 
refused,  they  issued  a  letter  of  warning  and  then  a  lette 
reprimand,"  says  one  inspector  with  direct  knowledge  oi 
matter.  That  put  Lund  on  the  edge  of  dismissal.  "They  di ' 
want  any  more  problems  with  the  carrier  and  they  didn't  v 
any  problems  with  Mark,"  this  inspector  says.  The  FAA  die 
comment  on  accusations  that  it  attempted  to  dismiss  Lu: 
Vindication  from  the  IG's  office  took  nearly  two  years.  A: 
IG  recommended,  the  FAA  is  creating  a  new  procedure  tc 
view  concerns  raised  by  inspectors.  It  will  require  indepem 
agency  staffers— from  outside  of  the  inspector's  direct  lir 
supervision— to  investigate  disputes  between  inspectors 
airlines.  Lund  says  he  now  has  less  conflict  with  North 
and  FAA  supervisors  than  before.  The  report  "reaffirms  t( 
to  keep  going,  to  keep  doing  what  I'm  doing,"  says  Lund.  I 
-With  Dean  Foust  in  Atlanta 
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Not  getting  the  most  out  of  your  old  notebook? 
CDW  has  new  technology  that  can  help. 


Lenovo  ThinkPad®  T61  with  Fingerprint  Reader 


Intel'^  Centrino"^  Duo  Processor  Technology 

-  Inter^  Core  ■■  2  Duo  Processor T7 100  (1.80GHz) 

-  Inter-'  PRO/Wireless  3945  Network  Connection  (802.11  a/b/g) 

•  DVD±RW  drive 

•  14.1"  WXGA  display 

•  Windows  Vista"'  Business  Edition 
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$1149 


Lenovo  ThinkPad®  7-cell  Lithium-ion  Battery 

•  Supplements  the  runtime  of  your  standard  battery 

•  Compatible  with  the  Lenovo  ThinkPad  T61  series 

$163.99  CDW  1226418 


BlacitBerry®  Curve"  Titanium  8310 

•  Access  e-mail  from  up  to  10  accounts  and  review  documents 

•  Programmable  convenience  keys  let  you  get  quick  access  to 
your  most-used  information 

•  MicroSD  memory  card  slot 

■    Call  CDW  for  pricing  and  activation  CDW  1327745 


pre  there  with  the  technology  solutions  you  need. 

?,  outdated  technology  can  serve  your  needs.  But  unfortunately,  not  your  work  needs.  When  you 
irade  to  new  technology  from  CDW,  you'll  be  more  productive  than  ever  If  you  need  to  go  mobile, 
can  with  countless  wireless  options.  Need  to  upgrade  to  a  new  operating  system?  No  problem. 
:ourse,  we  also  offer  a  personal  account  manager  who  knows  the  needs  of  your  business,  as  well 
jj  host  of  configuration  services.  Bottom  line  -  we'll  make  sure  you  get  what  you  need,  when  you 
d  it.  So  call  CDW  today  and  work  smarter,  not  harder. 

CDW.com    800.399.4CDW 
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Some  days  it's  business  management,  others  it's  course  management.  At  Northern  Trust  we  offer  you  a  combination  of 

exceptional  client  service  and  comprehensive  financial  solutions.  Drawing  from  our  full  range  of  private  banking,  investment  Mei 

management  and  trust  services,  we'll  develop  a  plan  to  meet  all  of  your  business  and  personal  needs.  So  while  we  focus  '  "fk 

on  your  finances,  you  can  focus  on  your  short  game.  For  more  information,  coll  866-803-5857  or  visit  northerntrust.com.  '""'' 
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iatching  the  Eye 
If  China's  Elite 


tcus  Media's  ubiquitous  video  screens  have 
ansformed  the  urban,  upscale  marketing  landscape 


rederik  Balfour 

rvels  ancient  and  modern  will  greet 
tors  to  the  Olympics  in  Beijing  this 
imer:  the  Great  Wall,  the  Forbid - 
.  City. .  .the  constant  barrage  of 
ital  advertising.  No  matter  where 
1  go  in  urban  China  these  days — el  - 
tors,  airports,  karaoke  bars,  hos- 


pitals—it's hard  to  avoid  video  screens 
selling  the  latest  product  from  Pepsi, 
Motorola,  KFC,  and  so  on. 

The  company  most  responsible  for 
this  sensory  assault  is  Focus  Media 
Holding.  And  the  man  behind  Focus 
is  Jason  Jiang,  a  35-year-old  entre- 
preneur who  in  five  years  has  built 


his  advertising  Jiang  happened 

network  into  a  upon  his  billion- 

,        ,.   .     ,  dollar  Idea  while 

Nasdaq-hsted  waiting  for  an 

company  worth  elevator  in  2002 

$6  billion-plus. 

In  the  process,  Jiang  has  become  very 
rich  (estimated  net  worth:  $1.8  billion) 
and,  in  the  words  of  Procter  &  Gamble 
brand  manager  Alfonso  de  Dios,  has 
"transformed  China's  advertising 
landscape."  In  a  nation  where  target- 
ing niches  and  measuring  eyeballs 
remain  a  grope  in  the  dark,  advertis- 
ers increasingly  see  Focus'  190,000 
screens  in  90  cities  as  their  best 
chance  to  reach  upscale  urbanites. 

Focus  was  born  of  a  simple  obser- 
vation. In  2002,  Jiang  was  waiting  for 
an  elevator  at  a  Shanghai  shopping 
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mall  and  found  himself  staring  at  a 
poster  featuring  sultry  Taiwanese 
actress  Shu  Qi  pushing  Red  Earth 
cosmetics.  Jiang  figured  he'd  make 
buckets  of  money  by  replacing  such 
posters  with  video  screens.  His  hunch 
was  that  people  would  be  grateful 
for  something  to  watch— yes,  even 
ads —while  they  waited  for  the  ride  up 


environment  you  want  to  reach  people 
at  every  point,"  says  Harry  Hui,  chief 
marketing  officer  for  PepsiCo  in  China. 
"If  the  last  creative  impression  I  make 
on  a  consumer  is  a  Pepsi,  hopefully 
that's  the  first  thing  they  grab  when 
they  go  into  an  office,  restaurant,  or 
supermarket."  Ads  in  the  lobby  of  one's 
building  may  be  anathema  to  North 


to  their  office  or  apartment.  (In  China, 
it's  not  uncommon  to  wait  several 
minutes  for  an  elevator.) 

Jiang  scraped  together  savings  from 
10  years  as  a  successful  ad  executive  at 
a  Shanghai  agency,  and  in  2003  won 
deals  to  install  advertising  screens 
in  the  lobbies  of  50  of  the  city's  best 
commercial  addresses.  His  timing  was 
auspicious.  Global  companies,  eager  to 
reach  urban  Chinese,  had  limited  ways 
of  getting  their  messages  out.  As  in  the 
U.S. ,  a  big  chunk  of  ad  budgets  go  to  TV, 
in  this  case  China  Central  Television, 
the  state -owned  broadcaster.  But  while 
CCTV  reaches  450  million  households, 
it  skews  lowbrow  and  is  better  at  selling 
toothpaste  than  Prada.  "The  problem 
with  media  is  delivery,"  says  Tom  Doc  - 
toroff,  CEO  of  ad  giant  WPP's  Greater 
China  operation.  "And  it's  difficult  to 
segment  the  population." 

That's  why  many  companies  have 
adopted  Focus'  more -is -more  ap- 
proach: Put  an  ad  everywhere  a  yuppie 
may  see  it.  "In  a  media-cluttered 


Americans  and  Europeans. 
But  so  far,  Chinese  consumers 
seem  not  to  mind,  seeing  them 
as  a  welcome  diversion,  just  as 
Jiang  intended. 

Despite  Focus'  cutting-edge  LCD 
screens,  the  operation  remains  low- 
tech.  The  company  doesn't  beam 
ads — mostly  reedited  television 
commercials —to  the  screens:  A  fleet 
of  cyclists  swap  out  memory  cards 
containing  the  video.  Primitive,  yes, 
but  at  least  Jiang  doesn't  need  a  media 
license,  which  would  mean  intrusive 
official  oversight. 

CHANNELING  VIEWERS 

Focus  also  remains  something  of  a 
blunt  instrument.  "The  question  is, 
how  do  we  measure  the  effectiveness 
of  our  investment?"  asks  Zhang  Tao, 
brand  director  for  Armani  Cosmet- 
ics and  Fragrances  in  Shanghai,  which 
is  running  a  suggestive  ad— a  hand 
caressing  a  woman 's  back — that  would 
never  appear  on  CCTV.  Jiang's  answer 


is  to  offer  six  demographic  "channels 
including  commercial  buildings,  resi 
dential  towers,  and  golf  clubs. 

Lenovo  placed  ads  at  buildings 
where  many  small  and  medium- size 
businesses  are  based  and  says  new 
customers  began  asking  for  machine; 
featured  on  Focus.  Motorola  targeted 
big  spenders  by  advertising  the  launc  ■ 
of  its  Razr  2  phone  in  tony 
apartment  buildings  in  Bei  ^ 
jing  and  Shanghai.  And  PS  | ' 
is  running  ads  for  Pantene 
shampoo  on  the  so  -  called 
fashion  channel,  which  ap 
pears  in  fitness  clubs  and  f  tv 
salons  around  the  country '  * 
"It  fits  our  key  principles  c 
connecting  with  consume- 
when  and  where  they  are  r 
ceptive,"  says  P&G's  de  Dii 
Today,  Focus  has  gobbk 
up  most  of  its  direct  rivals 
and  enjoys  a  near-monop 
in  urban  commercial  and 
residential  buildings.  Wfi 
you're  the  main  game  in 
town,  it's  easy  to  jack  up  a 
rates.  In  Shanghai,  Focus 
charges  $41,000  for  a  wet 
of  1 5  -  second  commercial 
that  air  60  times  a  day  on 
some  8,000  screens.  That 
twice  what  it  was  chargin 
two  years  ago.  Morgan  St.; 
ley  analyst  Richard  Ji  expi 
fiscal  2007  sales  to  surge 
131%,  to  $489  million,  and  net  earni 
to  jump  90%,  to  $155  million,  the  se-^  | 
ond- largest  ad  profits  in  the  countrii  .j 
after  CCTV.  The  stock  is  up  sixfold, ,  || 
about  $50,  since  the  2005  hsting. 
Now,  Jiang— a  workaholic  whose ;  ~" 


Consumers  in 
Shanghai  don't 
seenn  bothered 
by  the  Increasing 
ad  clutter 


diversion  is  a  daily  foot  massage— is 


fei 


moving  into  other  media.  Focus  is  tl! 
No.  2  seller  of  Web  advertising  and  ff) 
is  expanding  into  cell  phones,  movi< 
theaters,  digital  television,  and  onli; 
computer  games.  This  allows  it  to  Sf^ 
ads  across  multiple  platforms.  Meai 
while,  Jiang  is  spreading  his  screens 
around  the  region,  setting  up  licens 
deals  in  Taiwan,  Hong  Kong,  Vietni 
India,  and  Singapore.  But  the  main 
remains  China.  "I  am  very  hungry  a  Ipij 
ambitious,"  says  Jiang,  who  wants  t 
put  screens  everywhere.  "I  see  a  gol 
age  for  advertising."  1 BW 1 
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Ire  H1-B  Workers 
letting  Bilked? 

verseas  companies  are  accused  of  underpaying 
reigners  on  work  visas— and  hurting  U.S.  wages 


Moira  Herbst 

ew  years  ago,  Vishal  Goel  had  high 
)es  of  moving  from  his  native  India 
(he  U.S.  to  work  as  a  computer  pro- 
jmmer.  He  approached  Patni  Com- 
er Systems,  a  Mumbai  company 
t  provides  tech  services  to  many 
erican  businesses,  and  Patni  agreed 
ipply  for  a  U.S.  work  visa  on  his 
alf .  By  2004,  Goel  was  in  Bloom- 


ington,  111. ,  working  for  Patni  at  State 
Farm  Mutual  Automobile  Insurance, 
the  largest  car  insurer  in  the  country. 

But  this  was  no  dream  job  come  true. 
Goel's  base  salary  was  $23,310,  about 
half  the  $44,000  that  Patni  had  said  it 
would  pay  on  the  visa  application,  ac- 
cording to  a  lawsuit  he  has  filed  against 
the  company.  When  Goel  complained, 
one  official  said  that  Patni  would  brand 


him  a  "troublemaker"  and  that  his 
parents  in  India  would  be  harassed 
unless  he  stopped,  the  suit  alleges. 
Goel,  who  left  Patni  in  2005,  filed  suit 
in  November,  2007,  in  federal  court  in 
Illinois.  He's  suing  along  with  a  former 
colleague,  Peeush  Goyal,  who  alleges 
he  was  subjected  to  similar  treatment. 
Patni  declined  to  comment,  though  in 
court  documents  it  denies  the  charges. 

Goel's  is  not  an  isolated  case.  A 
number  of  the  most  active  users  of 
the  work-visa  program,  for  what  are 
known  as  H-lB  visas,  have  been  ac- 
cused of  underpaying  or  otherwise 
mistreating  workers.  Last  year,  Patni 
paid  $2.4  million  to  607  H-iB  visa 
workers  after  a  Labor  Dept.  investiga- 
tion uncovered  systematic  underpay- 
ment of  wages.  "I  highly  suspect  that 
these  employment  practices  are  wide- 
spread among  the  tech -outsourcing 
firms,"  says  Ron  Hira,  assistant  profes- 
sor of  public  policy  at  Rochester  Insti- 
tute of  Technology,  who  will  testify  as 
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RISE  TO  ANY  CHALLENGE,  such  as  driving  growth 


With  an  approach  that  fosters  collaboration  and  inspires  you  to  put  your 
ideas  into  action,  The  Kellogg  School  can  help  you  fulfill  your  aspirations.  To 
learn  about  specific  executive  education  programs  in  the  Chicago  and  Miami 
areas,  visit  www.kellogg.northwestern.edu/execed  or  call  847-491-3100. 


Kellogg 

School  of  Management ^7^5 


an  expert  witness  in  the  Goal  case. 

The  Goel  lawsuit  is  one  of  the  first  | 
filed  in  U.S.  courts  by  a  visa  worker 
against  his  employer,  perhaps  becau! , 
of  the  murky  legal  status  of  such  woi 
ers.  The  estimated  500,000  people 
in  the  U.S.  on  H-lBs  are  by  definitior 
citizens  of  other  nations,  and  they're 
usually  beholden  to  employers  that  c 
transfer  them  home  at  will.  The  Goe/ 
case  provides  rare  insight  into  how  0 
outfit  allegedly  has  treated  workers  i 
brings  into  the  U.S. 


\& 
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SIMPLE  GREED 

In  their  case,  Goel  and  Goyal  say  tha 
Patni  regularly  underpays  employee 
in  the  U.S.  "This  forces  the  same  fim 
cially  strapped  individuals  ...  to  incu 
the  expense  of  retaining  an  attorney 
try  and  obtain  the  money  to  which  tl 
are  entitled,"  the  suit  charges.  If  wor 
ers  complain,  the  plaintiffs  say,  Patn/  '''' 
threatens  to  sue  them.  They  charge 
that  Patni's  motivation  is  simple  gre*'' 
"The  more  H-lB  employees  that  Pati'  '''s 
is  underpaying,  the  more  total  profit 
that  is  made  by  Patni,"  the  suit  allege 

Goel,  Goyal,  and  their  lawyer, 
Thomas  J.  Arkell,  declined  to  com-  tisi 
ment  for  this  article  because  the  litit'  Jst 
gation  is  ongoing.  Patni  says  in  coun!  P'^i 
papers  it  didn't  promise  Goel  $44,0(' 
and  says  he  has  no  "right  to  action" '' 
because  he  has  no  claim  under  the  j| 
laws  cited  in  the  case.  I 

The  Goel  lawsuit  raises  questionsi' 
for  U.S.  workers,  too.  The  H-iB  proi' 
gram  requires  companies  that  bringi*  'k 
employees  into  the  U.S.  to  pay  the 
prevaihng  wage  in  that  job,  so  as  no(i 
to  depress  the  salaries  of  Americans 
in  similar  occupations.  Documents  fwe 
filed  in  the  suit  appear  to  show  that 
Patni  told  the  Labor  Dept.  it  would ;*vei 
Goel  a  base  salary  of  $44,000,  whict 
it  said  was  more  than  the  $43,867 
prevailing  wage  it  determined  for  a  «|iteF; 
midlevel  programmer  and  analyst. ' 
even  after  working  the  equivalent  0; 
23  days  of  overtime  at  $11.72  an  hou 
Goel  earned  a  total  of  $35,305  in  20( 
"Patni's  underpayment  of  wages  nc 
only  harms  its  H-lB  employees  but 


"\ 


also  harms  the  wages  of  U.S.  emplo '  ifsP; 
ees,"  the  lawsuit  charges.  ftds 

Many  prominent  U.S.  companies 
use  outsourcers,  especially  for  tech  ifki 
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OP  WORK-VISA  USERS 

[-iB  visas  have  become  a  hot-button 
olitical  issue.  Created  to  help  U.  S. 
ampanies  bring  highly -skilled  foreign 
'orkers  into  the  country,  the  program  is 
icreasingly  used  by  non-U.S.  outsourcers. 
[ere's  a  look  at  the  top  five  companies  that 
jceived  the  visas  in  2006,  and  the  country 
1  wrhich  they're  headquartered. 


DM  PAN  Y 

NO.  OF 

H-1B 

VISAS 

COUNTRY 

fosys  Technologies 

4,908 

India 

ipro 

4,002 

India 

icrosoft 

3,117 

U.S. 

ita  Consultancy  Services 

3,046 

India 

jtyam  Computer  Services 

2,880 

India 

ices  and  support.  Patni's  largest 
it  is  General  Electric.  Others  in- 
le  MetLife  and  St.  Jude  Medical.  GE 
MetLife  declined  to  comment  on 
li  and  w^hether  they  monitor  how 
anages  its  workers.  St.  Jude  says  it 
i)cates  for  contract  workers  who  file 
(plaints,  although  no  Patni  workers 
!!  done  so. 

ate  Farm  has  turned  increasingly 
itni  and  is  now  its  N0.2  client.  Dick 
,ike,  a  State  Farm  spokesman,  says 
(visa  workers  receive  fair  treat - 
It.  "Working  conditions  at  all  our 
5  Farm  locations  are  monitored 
maintained  wdthout  distinction 
late  Farm  or  vendor  employee," 
»ys.  "We  of  course  negotiate  how 
h  we  pay  the  vendor;  what  the 
|[or  does  to  get  the  work  done  is  up 
e  vendor."  According  to  the  Goel 
[State  Farm  paid  Patni  "in  excess 
100,000  per  worker. 
ite  Farm  has  had  layoffs  as  it  has 
ght  in  Patni  workers.  Outplace - 
f;  speciahst  Challenger,  Gray  & 
stmas  says  the  insurer  has  let  go 
)0  workers  nationwide  since  1995, 
gh  Luedke  says  only  one  quarter  of 
J  were  "involuntary  severances." 
lys  Patni  employees  have  not 
ced  staffers  and  the  insurer's  own 
iff  has  risen  from  5,500  in  1995  to 
p  in  2007.  Luedke  says  State  Farm 


doesn't  track  how  many  out- 
sourced workers  it  uses. 

George  Moraetes  is  a  U.S. 
worker  who  beUeves  he  was 
affected  by  the  Hi-B  pro- 
gram. A  specialist  in  info  tech 
security,  he  worked  at  State 
Farm  from  2002  to  2004, 
when  the  company  declined 
to  extend  his  contract.  Now  in 
Chicago,  he's  unable  to  find  a 
staff  position  in  his  specialty. 
"The  whole  industry  is  being 
outsourced  and  contracted," 
he  says.  "The  American  IT 
worker  is  a  dying  breed." 

Moraetes  has  empathy,  not 
anger,  for  employees  such  as 
Goel  who  come  to  the  U.S.  on 
H-lBs.  "The  workers  are  liv- 
ing in  squalor,"  he  says.  "I  feel 
sorry  for  them." 

The  H-lB  program  could 
get  an  overhaul  later  this  year. 
Senators  Richard  J.  Durbin  (D-IU.) 
and  Charles  E.  Grassley  (R-Iowa)  have 
proposed  reforms  because  of  what  they 
consider  widespread  abuse.  "There 
are  simply  too  many  loopholes  that 
companies  can  use  to  get  around  the 
original  intent  of  the  H-iB  visa,"  says 
Grassley  in  an  e-mail. 

As  for  Goel,  he  hasn't  given  up  on  his 
dream  of  living  in  the  U.S.  He's  in  Cali- 
fornia with  another  employer  serving 
as  his  visa  sponsor.  His  case  is  expected 
to  go  to  trial  later  this  year.  1 BW 1 
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More  Harm  Than  Good? 

In  his  paper  "Outsourcing 
America's  Technology  and 
Knowledge  Jobs,"  Ron  Hira,  a 
Rochester  Institute  of  Technology 
assistant  professor,  argues  that  U.  S. 
visa  programs  for  overseas  workers 
hurt  the  wages  and  job  security  of 
U.S.  tech  workers.  Expanding  the 
number  of  visas,  Hira  contends, 
"would  directly  lead  to  more  offshore 
outsourcing  of  jobs,  displacement  of 
American  technology  workers, 
decreased  wages  and  job 
opportunities,  and  the  discourage- 
ment of  young  people  from  entering 
science  and  engineering  fields." 
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you  to  put  your  ideas  into  action. 
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Bernanke's 
New  Entourage 

Why  the  Fed  is  spending  more  time  with 
the  managers  of  money-market  funds 


By  Lauren  Young 

The  Federal  Reserve  has  long  taken  the 
pulse  of  the  markets  by  staying  in  close 
touch  with  traders  at  firms  like  Gold- 
man Sachs  Group  and  Merrill  Lynch. 
But  as  credit  market  turmoil  intensifies, 
the  Fed  is  widening  its  contact  with  the 
mutual  fund  industry.  In  particular,  it's 
holding  frequent  talks  with  managers 
of  the  funds  most  investors  consider 
super-safe:  money-market  funds. 


Last  year,  concerns  about  subprime 
mortgage  holdings  raised  the  prospect 
of  losses  in  money  funds,  prompting 
the  Fed  to  reach  out  to  a  new  crew— top 
fund  managers  at  Fidelity  Invest- 
ments, T.  Rowe  Price  Group,  Feder- 
ated Investors,  and  others.  Lately,  the 
Fed  has  been  calling  this  group  about 
a  new,  though  related,  concern:  fear 
that  liquidity  for  short-term  muni 
securities  will  dry  up  as  worries  mount 


te 


about  the  creditworthiness  of  comp 
nies  that  insure  those  bonds.  If  a  boi 
insurer  is  downgraded,  the  ratings  o 
the  bonds  it  insures  also  drop,  as  doi 
the  price. 

What's  happening  is  that  tax-free 
money  funds  are  dumping  billions 
worth  of  muni  securities  backed  by 
shaky  insurers,  and  these  bonds  are: 
attracting  many  buyers.  Funds  have 
the  right  to  sell  securities  back  to  th 
brokers.  On  occasion,  doing  this  is  c : 
way  muni  managers  can  meet  cus- 
tomer redemptions.  But  now  they'n 
using  it  as  a  convenient  exit  strateg) 
to  get  out  of  troubled  securities  befc 
they're  downgraded.  » ti 

The  Fed  worries  that  banks  couldv  m 
wind  up  stuck  with  more  of  these  i  \i 
bonds  on  their  books.  That  would  en  i 
up  valuable  capital  reserves.  "The  Fit  H 
wants  banks  to  lend  to  corporations:  m 
and  personal  borrowers,  not  to  act  a  ( ilo 
a  holder  of  last  resort,"  says  Robert  t|  ji 
Auwaerter,  who  oversees  $440  billidj  la 
in  fixed  -  income  assets ,  including  1  n 
$48  billion  in  muni  money-market  t  y 
funds,  at  Vanguard  Group.  Retail  mn  jsji 
money-market  funds  have  assets  oiq  ta 
$289.5  billion;  institutional  versiom  5311 
the  funds  hold  $182.4  biUion.  ,  fc 

Fixed -income  managers  are  talkii^  jce 
directly  with  the  Fed's  Open  Markett  i,wl 
Operations  desk  in  New  York.  That^l  fct 
where  the  central  bank's  traders  bunt  iutt 
and  sell  government  securities  to  kd*  jto, 
short-term  interest  rates  close  toF(l|  loni 
targets.  (A  Fed  spokesman  says  the  q  hHk 
bank  speaks  with  a  variety  of  markd^jta]  i 
participants.)  "Overall,  this  benefit -fjdaj 
our  shareholders  immensely  by  cut  iAqI 
ting  off  mistakes  before  they  happe*  self, 
mistakes  that  might  keep  the  Fedfrlj  jjif 
understanding  some  of  the  illiquidift  jjt[j. 
in  the  market,"  says  Chief  Invest-  (aJiQi 
ment  Officer  Deborah  Cunninghairrliujjj. 
Federated,  who  oversees  $237  billioi  JjWj 
money-market  funds.  Jyyu 

Fed  Chairman  Ben  Bernanke  himr  \t, 
agreed  to  meet  13  fixed-income  chif^  jj^j 
in  Washington  last  Nov.  13 .  Much  ol  laj j 
the  discussion  centered  around  poo  ^j, 
liquidity  in  the  debt  markets  and  tb  ijujj 
role  of  credit  rating  agencies  in  the  ,h[^ 
subprime  meltdown.  "It  was  like  1  !/^< 
meeting  a  rock  star,"  Auwaerter  say.  i 
"I  give  them  a  lot  of  credit  for  listen 
to  us."  I BW I  i|itia(j, 
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on't  Put  Me 
ack  In,  Coach 


evice  from  startup  BrainScope  may  help  doctors 
ter  judge  the  severity  of  on -field  head  injuries 


ter  Burrows 

ron't  hear  about  this  during 
r  Bowl  Weekend,  but  the  National 
)all  League  is  battling  charges  that 
't  doing  enough  to  protect  players 
concussions.  After  a  player  gets 
3d  on  the  head,  the  team  doctor 
lim  some  questions  and  watches 
or  a  few  minutes.  Barring  any  ma- 
ncerns,  he  often  sends  the  player 
back  onto  the  field.  But  recent 
as  suggest  that  the  odds  of  long - 
damage  skyrocket  if  the  player 
s  another  concussion  before  the 
has  healed.  This  is  also  a  grow- 
imcern  in  high  school  and  college 
Is,  where  athletes  often  shake  off 
liits  to  rush  back  into  the  game, 
i-.artup  called  BrainScope  is  devel- 
I  a  tool  that  may  help  inform  doc  - 
bout  which  injured  players  should 
bi  the  sidelines —or  be  taken  to  a 
tal.  The  Chesterfield  (Mo.)  com- 
5  handheld  device  determines  the 
ty  of  concussions  by  reading  the 

s  electrical  signals.  The  National 

;iate  Athletic  Assn.  is  planning  a 

il  trial  later  this  year.  Ira  Casson, 
lair  of  the  NFL's  Mild  Traumatic 

Injury  Committee,  is  eyeing  the 

)logy.  "Today,  you  often  have  to 

lyyourjudg- 

to  gauge  how 

s  a  concussion 

son  says.  "If 

veresome- 

noreobjec- 

lat  would  be 

seful." 

nScope 

YS  an  old  and 

^hat  con- 


troversial technology  called  qEEG 
(quantitative  electroencephalogram) . 
Originally  developed  in  the  1930s, 
qEEG  later  grew  popular  among  New 
Age  clinics.  Some  still  say  it  can  be  used 
to  diagnose  and  treat  learning  disabili- 
ties and  depression.  Such  claims  have 
never  been  fully  substantiated.  Many 
neurologists  are  still  skeptical  when 
they  hear  about  approaches  like  Brain - 
Scope's.  "This  sounds  like  a  promising 
tool,  but  who  knows  if  it  will  be  useful 
once  it's  put  through  its  paces  ? "  asks 
Howard  Rosen,  a  neurologist  at  the 
University  of  California  at  San  Francis- 
co. Neurologists  today  often  use  costly 
MRI  exams  to  spot  concussions. 

BrainScope  CEO  Elvir  Causevic  was 
well  aware  of  questions  surrounding 

„    .-       ,  qEEG,  so  he  sought  the 

BrainScopes  ^         '  ° 

device  may  advice  of  30  leading 

speed  results        brain  experts  before 


the  company  started  developing  its 
first  product  in  2003.  The  result  was  a 
tool  that's  cheap  and  simple  enough  to 
be  used  on  the  sidehnes.  Rather  than 
producing  hard  -  to  -  decipher  squiggly 
lines,  the  BrainScope  device  displays  a 
meter,  which  shows  whether  brain  ac- 
tivity after  an  injury  falls  in  or  out  of  the 
danger  zone.  Built-in  signal -process- 
ing technology  picks  up  abnormal  brain 
signals,  while  simultaneously  cancel- 
ing out  electrical  noise  from  blinking, 
breathing,  and  the  like.  The  device 
calculates  the  severity  of  each  injury 
by  comparing  brain  wave  readings  to 
a  database  of  15,000 
scans  compiled  at  New 
York  University's  Brain 
Research  Lab.  "We're 
going  about  it  exactly 
the  way  many  doctors 
told  us  to  go  about  it," 
says  Causevic. 

On  Jan.  15,  Causevic 
met  with  brain  experts 
for  the  NCAA  to  design 
a  pilot  program.  Before 
they  roll  out  Brain- 
Scope, they'll  measure 
the  brain  activity  of 
750  high  school  and 
college  players.  That 
will  provide  an  ad- 
ditional comparison  to 
validate  BrainScope 's 
accuracy  after  an  on- 
field  collision. 

BrainScope  is  also 
attracting  attention 
beyond  the  grid- 
iron. Four  university 
hospitals  are  testing  a 
version  that  emergen- 
cy room  doctors  can  use  to  determine 
whether  a  patient  complaining  of  a 
headache  is  in  real  danger  or  just  suf- 
fering from  a  hangover.  The  company 
expects  FDA  approval  this  summer.  It  is 
also  in  talks  with  the  U.S.  Army,  which 
it  says  plans  to  look  into  the  technology 
later  this  year.  The  Pentagon  estimates 
that  150,000  soldiers  serving  in  the 
Middle  East  have  suffered  blast  con- 
cussions, mostly  from  roadside  bombs. 
A  portable  tool  to  gauge  the  severity  of 
those  injuries  in  real  time  could  help 
protect  wounded  soldiers  from  rushing 
too  quickly  back  into  the  fray.  IBWI 
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The  New  York 
Jets'  Wayne 
Chrebet  after 
suffering  a 
career-ending 
concussion  in 
2005 
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The  Icelander 
Who  Wants  Saks 

Jon  Johannesson  has  built  a  3,900 -store  empire- 
and  an  8.5%  stake  in  the  U.S.  retailer 


By  Kerry  Capell 

With  his  crisply  tailored  black  suit  and 
collar-length  blond  hair,  Jon  Asgeir 
Johannesson  doesn't  look  much  like  a 
savage  Viking  raider.  But  over  the  past 
decade  the  40 -year -old  Icelander  has 
carried  out  corporate  conquests  that 
would  make  his  forebears  proud,  build- 
ing his  Baugur  Group  into  Britain's 
biggest  fashion  retailing  conglomerate. 
And  lest  anyone  forget  Johannesson's 
heritage,  he  has  outfitted  Baugur 's 
London  offices  with  a  1 0  -  foot  -  tall  stat- 
ue of  a  Viking.  (The  effect  is  softened 
somewhat  by  the  Fender  Stratocaster 
guitar  strapped  to  its  back,  a  souvenir 
Johannesson  picked  up  at  the  Hard 
Rock  Cafe  in  his  native  Reykjavik.) 

In  just  two  decades,  Johannesson 
has  transformed  the  family- controlled 
Baugur  Group  from  a  single  discount 
supermarket  on  the  Reykjavik  docks 
into  an  international  empire.  Baugur 
has  stakes  in  20  retailers,  with  more 
than  3,900  outlets  in  35  countries  and 
total  sales  topping  $19  billion. 

Johannesson's  biggest  play  may  be 
about  to  take  place  in  the  U.S.  In  the 
past  seven  months  he  has  built  up  an 


8.5%  stake  in  luxury  retailer  Saks  in 
a  prelude  to  what  many  expect  will 
soon  be  a  full  -  scale  takeover.  Though 
securities  regulations  prohibit  Johan- 
nesson from  discussing  specific  plans 
regarding  Saks,  he  says  the  U.S.  market 
is  attractive  in  spite  of  recession  fears. 
"Even  if  spending  slows  by  10%,  the 
[American]  consumer  is  still  spending 
a  lot,"  he  says. 

For  a  sense  of  what  Johannesson 
might  do  in  the  U.S.,  take  a  look  at 
Britain's  House  of  Fraser.  Baugur  in 
2006  paid  $703  million  for  the  mid- 
market  department  store  and  made  the 
6 1  -  outlet  chain  more  upscale  by  intro  - 
ducing  mini -boutiques  from  Baugur- 
owned  women's  wear  designers 
Karen  Millen  and  Oasis  and  toy  shop 
Hamley's.  That  helped  boost  Eraser's 
same-store  sales  by  2.4%  over  the 
holidays,  the  retailer  says.  Johannes- 
son says  the  "house  of  brands"  model 
is  lacking  in  the  U.S.  "We  think  there  is 
opportunity  to  bring  something  fresh 
to  the  market,"  he  says. 

It  won't  be  the  first  time  Johannes- 
son has  crossed  the  Atlantic.  In  2001, 
Baugur  took  over  Bill's  Dollar  Stores, 
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a  Mississippi  budget  chain  emergi^  ¥■ 
from  bankruptcy.  That  project  endi 
when  Bill's  went  belly-up  just  two  ff  t 
years  later.  "It  seemed  a  bargain  ati 
time,  but  it  probably  never  should  c' 
come  out  of  Chapter  11,"  Johannes" 
son  says.  "Now  we  do  a  lot  more  didfillii 
diligence." 

Saks  is  a  far  better  fit  with  Johaij/fof; 
nesson's  typical  game  plan:  buyinjr 
into  retailers  with  good  managem  1 
and  international  potential.  Most  it 
Baugur's  deals  are  leveraged buyoid  ftlal 
which  the  company  takes  40%  to  ^ 
but  leaves  management  in  place. " 
strategy  isn't  about  asset -strippin  'sbo 
and  a  quick  sale,"  says  Jonathan  Mv  * 


RISE  OF  A  VIKING  RAIDER     I    Jon  Asgeir  johannesson,  ceo.  Baugur  Group 


Born  1 968,  Reykjavik 

Education  The  Commercial 
College  of  Iceland,  1 989 

First  Job  Age  1 6,  renting 
small  amusement  rides  to 
local  stores. 


International  Growth 

Baugur  hias  stakes  in  20 
retailers,  with  more  than  3,900 
outlets  in  35  countries.  Total 
sales  top  $1 9  billion.  He  now 
has  an  8.5%  stake  in  Saks 
and  will  likely  take  control  of 
the  U.S.  company  soon. 


Management  Style 

Keeps  tabs  on  his  portfolio  via 
one-page  reports  and  never 
closes  a  deal  on  Monday.  (He 
thinks  it's  bad  luck.)  Guests  at 
his  annual  company  retreat 
have  included  Bill  Clinton  and 
Tina  Turner. 


Homes  Splits  his  time 
between  a  $24  million 
apartment  in  New  York'Sij 
Gramercy  Park  neighbo^ 
and  residences  in  Londo 
Reykjavik. 
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WHAT'S  NEXT 


jilyst  at  retail  consultancy  EC 
]3  in  London.  "Unlike  much  of  the 
]  6  money  chasing  this  sector,  they 
I  long-term  view." 
inagers  get  plenty  of  leeway.  Jo- 
!:sson  keeps  tabs  on  his  vast  port- 
jvith  what  he  calls  a  "traffic  light" 
|n,  evaluating  the  brands  using 
s  of  performance  indicators.  He 
;ach  brand  a  color  code:  green  if 
are  running  smoothly,  yellow  for 
with  potential  problems,  and  red 
y  that  require  special  attention, 
e's  not  into  long-winded  expla- 
18,  demanding  that  reports  be  one 
r  shorter.  "Baugur  has  a  remark - 
ands- off  approach,"  says  Richard 
n,  managing  director  of  retail 
r  Verdict  Consulting  in  London. 

ON  A  MONDAY 

lesson  credits  his  father  with 
ring  that  simple  management 
nd  for  teaching  him  most  of 
le  knows  about  retail.  As  a  child, 
lesson  loved  following  his  father, 
les  Jonsson,  around  the  super- 
ts  he  managed  for  a  Reykjavik 
rative.  Along  the  way  he  picked 
pits  such  as  a  prohibition  on 


completing  deals  on  a 
Monday.  (It's  bad  luck, 
Jonsson  says.) 

When  his  father 
planned  to  trash  a  bro- 
ken-down amusement 
ride  for  kids  at  a  super- 
market he  managed, 
13 -year-old  Jon  asked  if 
he  could  have  it  instead. 
He  promptly  fixed  the 
ride  — an  oversized  mon- 
key with  a  saddle  on  its 
back— and  placed  it  back 
outside  the  store.  Three 
years  later,  Johannesson 
bought  20  more  kiddie 
rides  from  Germany  and 
launched  his  first  busi- 
ness. "He  set  them  up  on 
Sunday,  and  on  Monday, 
with  the  trunk  of  his 
Toyota  Celica  practically 
dragging  on  the  ground 
from  the  weight,  he  took 
the  coins  to  the  bank," 
Jonsson  says. 
After  losing  his  job 
at  the  cooperative  in  1988,  Jonsson 
spotted  an  opportunity  to  shake  up 
Iceland's  retail  industry,  which  was 
dominated  by  a  handful  of  players 
that  charged  cartel -like  prices.  So  he 
recruited  his  19 -year-old  son,  who 
was  just  finishing  up  at  Commercial 
College,  something  between  high 
school  and  junior  college  in  the  U.S. 
Jonsson  had  expected  sales  of  around 
$110,000  in  the  first  month  for  Bonus, 
the  discount  grocery  they  launched  in  a 
rented  warehouse.  Bonus  did  more  than 
that  in  its  first  week.  With  only  five 
employees  at  the  start,  father  and  son 
found  themselves  unloading  stock  in 
the  mornings,  manning  the  tills  in  the 
afternoon,  and  tracking  sales  at  night. 
"We  worked  pretty  much  around  the 
clock,"  says  Johannesson. 

Ten  years  later,  Bonus  merged  with 
Icelandic  hypermarket  chain  Hag- 
kaup,  the  company  name  was  changed 
to  Baugur  ("ring  of  strength"  in  the 
Vikings'  ancient  tongue),  and  it  went 
public  on  the  Reykjavik  bourse.  "It 
was  the  father's  vision  that  created 
the  company,  but  it  is  Jon  Asgeir's 
drive  and  ambition  that  has  made  it 
an  international  player,"  says  Sigurjon 


Arnason,  CEO  of  Landsbanki,  one 
of  Iceland's  biggest  banks.  Late  last 
year,  the  merger  became  personal  as 
Johannesson  married  the  daughter  of 
Hagkaup's  founder. 

In  2001,  Baugur  snapped  up  20%  of 
Arcadia  Group,  Britain's  largest  cloth- 
ing retailer.  But  his  plans  for  a  full- 
scale  takeover  of  Arcadia  were  derailed 
when  Icelandic  authorities,  acting  on  a 
tip  from  a  disgruntled  former  busi- 
ness partner,  hit  Johannesson  and  the 
company's  former  CEO  with  charges  of 
accounting  irregularities.  Johannesson 
quickly  sold  his  Arcadia  shares,  netting 
Baugur  a  profit  of  $200  milhon,  a  ten- 
fold return  on  its  initial  investment. 

It  took  five  years,  but  Johannesson 's 
legal  problems  are  largely  behind 
him.  By  last  year  all  charges  had  been 
dropped  but  one:  that  of  giving  an 
incorrect  statement  about  Baugur 's 
accounts  to  the  stock  exchange.  "I  will 
be  cleared,"  says  Johannesson.  And  in 
2003,  no  longer  needing  cash,  Johan- 
nesson took  Baugur  private  again.  "All 
that  time  talking  to  banks  and  inves- 
tors about  the  share  price  is  better 
spent  running  the  business,"  he  says. 

Johannesson  has  three  residences: 
a  $24  million  triplex  apartment  near 
Manhattan's  Gramercy  Park  and  homes 
in  London  and  Reykjavik.  But  the 
self- described  workaholic,  who  fielded 
numerous  calls  about  Baugur  on  his  re- 
cent two -day  honeymoon  in  Paris,  has 
little  time  to  enjoy  them.  "Even  when 
I'm  not  working,"  he  says,  "I'm  always 
thinking  about  business."  1 BW 1 
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LINKS 


Jumping  the  Euro  Gun? 

Iceland's  biggest  bank  wants  to 
ditch  the  krona  and  adopt  the 
euro  as  its  main  currency,  fueling  a 
debate  about  "euro-ization"  of  the 
country,  the  Financial  Times  wrote 
on  Jan.  1 6.  Kaupthing  Bank  asked 
the  central  bank  for  permission  to 
record  its  accounts  and  list  its 
shares  in  euros.  But  the  central 
bank  rejected  Kaupthing's 
application,  at  least  for  now,  saying 
it  wanted  to  assess  the  potential 
impact  such  a  move  might  have  on 
Iceland's  monetary  system. 
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From  Reality  TV 
To  Big-Screen  Dreams 

Germany's  FremantleMedia  has  global  hits  on  the 
small  screen.  Now  it's  aiming  for  celluloid 


By  Jack  Ewing 

As  U.S.  viewers  settle  in  to  root  for 
their  favorite  singers  on  American 
Idol,  they  may  not  know  that  the 
hit  show  is  just  one  of  39  clones  of  a 
British  offering  called  Pop  Idol.  While 
local  broadcasters  such  as  Fox  in  the 
U.S.  reap  big  bucks  from  the  formula 
of  amateur  singers  and  snarky  com- 
mentary, the  driving  force  behind  the 
show's  global  success  is  Fremantle- 
Media, a  unit  of  German  giant  Ber- 
telsmann. London-based  Fremantle 
CO -created  Pop  Idol  and  now  produces 
similar  shows  worldwide. 

As  international  demand  for  real- 
ity- and  game -show  concepts  soars, 
Fremantle  is  rolling  in  cash.  The  com- 
pany also  helped  develop  and  market 
The  Apprentice  (seen  in  16  countries) 
and  owns  the  rights  to  the  likes  of  Fam- 
ily Feud  (47  countries)  and  The  Price  Is 
Right  (31).  And  it's  the  creator  of  less 
known  fare  such  as  How  Clean  is  Your 
House?  and  The  Farmer  Wants  a  Wife, 
a  show  about  men  looking  for  women 
who  share  a  passion  for  slopping  hogs 


and  milking  cows  (coming  to  the  CW 
channel  in  the  U.S.  in  April).  Fremantle 
hasn't  released  last  year's  results  yet, 
but  its  numbers  from  the  first  half  sug- 
gest that  operating  profit  easily  topped 
the  2006  figure  of  $188  miUion  on  sales 
of  $1.7  billion.  "We  had  a  good  year," 
says  CEO  Tony  Cohen. 

REVISITING  METROPOLIS 

That  kind  of  success  left  Fremantle 
casting  about  for  its  next  act.  It  found 
inspiration  for  new  growth  in  a  han- 
gar-sized building  across  the  street 
from  Fremantle's  offices  near  Berlin: 
the  legendary  Babelsberg  studios, 
where  Fritz  Lang  directed  the  futuristic 
classic  Metropolis  in  1926  and  Marlene 
Dietrich  filmed  The  B/ueAng'enn  1930. 
Those  movies  were  made  by  UFA,  now 
a  part  of  Fremantle.  Cohen  believes  the 
company  can  resurrect  that  tradi- 
tion and  use  its  contacts  and  expertise 
in  TV  concepts  to  conquer  cinemas 
around  the  world.  "Great  work  can  be 
admired  in  more  than  just  one  coun- 
try," he  says. 


But  don't  expect  Fremantle  to  0j>  '■ 
American  Idol:  The  Movie— at  least' 
yet.  Following  the  success  of  Ger- 
man productions  such  as  the  2007 
Oscar  winner  The  Lives  of  Others  (li  ^ 
independent  producers  Wiedemaii  ^f* 
&  Berg),  Fremantle  concluded  thali  *'' 
the  world  is  ready  for  films  origina.f  ^ 
ing  outside  Hollywood.  Its  plan  is  ■ 
build  on  UFA's  experience  turning 
out  made -for -TV  epics  such  as  Tt.  i|^< 
Miracle  of  Berlin.  The  drama,  abou 
divided  family  coping  with  the  faU 
the  Berlin  Wall,  drew  8  million  viei 
on  Jan.  27-21%  of  Germany's  TV; 
enceatthetime. 

Whether  Fremantle  can  market!' 


tiflt 


m. 
m 


' 


m\ 


TheCustomerCoUective 

An  Online  Community  for  Sales  and  Marketing  Executives 


■  ■■■■■■■■rMiirn 


Work  the  room... 
without  leaving  your  chair 

Join  the  new  online  network  for  sales  and  marketing  executiv 


m 
)y 

lec 
ss 
leb 


■■■iBinwMa 


WHAT'S  NEXT 


les  as  profitably  as  reality- show 
tepts  is  another  question.  UFA 
ds  to  shoot  8  to  10  iilms  a  year, 
(arily  for  the  German -speaking 
I  et — making  Bertelsmann  the 
st  German  filmmaker.  After  test- 
le  waters  at  home,  the  company 
d  export  the  biggest  hits.  A  similar 
lUla  has  worked  for  Munich's 
tantin  Film,  which  has  had 
national  success  with  the  likes 
xvnfall,  about  Hitler's  final  days, 
tantin  CEO  Fred  Kogel,  though, 
ions  whether  Fremantle  has  the 
lach  for  the  tougher  economics  of 
"It  will  be  interesting  for  me  how 
ilsmann,  which  is  accustomed  to 


high  margins,  will  react,"  he  says. 

And  UFA  has  made  only  a  handful 
of  cinematic  releases  since  the  1960s, 
concentrating  instead  on  the  less  risky 
TV  business.  These  days,  Babelsberg 
is  more  likely  to  be  home  to  shows 
such  as  Paths  to  Happiness,  a  romantic 
soap  opera  produced  by  UFA.  A  recent 
Monday  taping  finds  daytime  heart- 
throb David  Kramer  unjustly  locked  up 


The  jury  eyes  a         in  a  Babelsberg  "cell" 
contestant  at  the       ^^^  engaged  in  urgent 

German  cousin  of  .  .  ,   ,  . 

American  Idol,  a  conversation  With  hlS 

Fremantle  show        defense  attorney,  a 

fetching  redhead.  She 
blows  her  fine  and  giggles. 

UFA  chief  Wolf  Bauer  knows  he 
has  a  lot  of  work  ahead  of  him  but 
dreams  of  creating  a  European  rival 
to  Hollywood's  giants.  While  Bauer 
won't  reveal  potential  plots  or  stars,  he 
says  offerings  may  run  the  gamut  from 
cartoons  to  dramatizations  of  best - 
selling  novels,  with  the  first  projects  to 
be  unveiled  this  spring.  With  budgets 
topping  out  at  about  $20  million  each, 
the  films  can  make  money  with  rela- 
tively modest  audiences,  he  says.  And 
new  distribution  channels  such  as  the 
Internet  or  mobile  phones  may  help 
generate  revenue  after  theater  runs  are 
over.  "Content  creators,"  he  says,  "are 
the  real  winners  of  digital."  1 BW 1 


Arab  Idol 

It  may  lack  the  sequins  and  sass 
oi  American  Idol,  but  Million's 
Poet  has  ratings  that  might  make 
Simon  Cowell  break  out  in  song. 
The  two-hour  weekly  show  on  Abu 
Dhabi  TV  features  young  bards 
reciting  epic  verse  about  love, 
longing,  and  life  in  the  desert,  7776 
Atlanta  Journal-Constitution  wrote 
on  Jan.  20.  It's  the  top-rated  show 
in  the  Gulf,  and  some  1 7  million 
people  tuned  in  for  the  finale  of  its 
first  season.  Teens  even  download 
snippets  of  its  poetry  as  ringtones, 
and  there's  a  spin-off  in  the  works. 
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STRATEGIES 


Swords  to  Plowshares 
-And  Back  Again 

How  the  CEO  of  Rockwell  Collins  has  turned  a 
pretty  profit  by  juggling  military  and  civilian  work 


BW50 


By  Christopher  Palmeri 

It's  the  dream  of  every 
defense  contractor: 
A  product  or  service 
developed  on  the 
government's  dime  turns  out  to  have 
broad  appeal  in  the  private  sector. 
Think  Hummer  sport -utility  vehicles. 
Night  vision  goggles.  Tang. 

Aerospace  parts  maker  Rockwell 
Collins  is  a  master  at  this  particular 
form  of  technology  transfer.  Its  head- 
up  displays— transparent  screens  in  the 
cockpit  that  tell  pilots  their  speed,  al- 
titude, and  direction— were  originally 
developed  for  fighter  jets  and  are  now 
features  of  Bombardier's  new  Global 
Express  aircraft  and  Boeing's  new 
787  Dreamliner. 

By  keeping  his  hands  in  both  mili- 
tary and  civilian  work,  Rockwell  Col- 
lins CEO  Clayton  M.  Jones  has  been 
able  to  double  the  company's  sales 


Flight  insurance: 
Clayton  Jones 
has  a  top  gun's 
instinct  for 
maneuvering 


and  profits  over  the  past  five  years, 
earning  $585  million  on  sales  of  $4.4 
billion  in  2007.  Those  results  helped 
the  Cedar  Rapids  (Iowa)  company  soar 
to  the  No.  24  spot  on  BusinessWeek's 
annual  list  of  the  50  best -performing 
companies.  A  big  part  of  the  compa- 
ny's success  comes  from  leveraging 
its  $950  miUion  a  year  in  research  and 
development  spending,  more  than 
half  of  which  comes  from  customers, 
including  the  Defense  Dept.  "He's 
probably  one  of  the  best  at  that ,  if  not 
the  best,"  says  Cowen  &  Co.  defense- 
industry  analyst  Cai  von  Rumohr. 

WINNOWING  DOWN 
Jones'  company  was  once  a  part  of 
the  now-dismembered  conglomer- 
ate Rockwell  International.  In  1996, 
Rockwell  sold  most  of  its  space  and 
defense  businesses  to  Boeing  but  kept 
the  units  that  made  aircraft  electron- 


ics. Back  then,  the  defense  and  civili 
sides  of  the  company  maintained  sej 
rate  design  facilities,  laboratories,  ar 
software.  As  a  senior  executive  in  th( 
mid-1990s,  Jones  helped  Rockwell  r 
organize  the  staff  to  focus  on  particu 
product  fines,  such  as  fiquid- crystal 
displays  for  cockpits.  "It  was  enor- 
mously difficult,  because  we  com- 
pletely changed  the  way  our  people 
business,"  Jones  says.  "But  it  made  u 
much  more  efficient." 

Jones,  a  former  U.S.  Air  Force  pil( 
flew  F-15  fighters  in  the  late  1970s 
and  still  has  a  top  gun's  instinct  for  f 
maneuvering  in  tight  situations.  Af 
Rockwell  Collins  was  spun  off  as  a 
public  company  in  June,  2001,  the 
September  11  attacks  aUbut  devas- 
tated commercial  aviation.  But  Jom 
was  able  to  reassign  many  of  the 
company's  engineers  to  defense  wol 
"As  these  markets  go  through  cycle 
we  can  shift  resources  and  people  a  J 
hold  on  to  that  intellectual  capital,") 
he  says. 

That  capital  is  a  valuable  thing. 
Rockwell  developed  the  satellites  thij 
created  the  global  positioning  systeit{ 
for  the  Defense  Dept.  in  the  1970s. 
(These  are  the  same  satellites  that 
consumer  devices  use  today.)  Rockv 
still  provides  handheld  GPS  devices 
troops  in  Iraq.  The  company  also  se' 
GPS  systems  to  commercial  carriers  j 
such  as  Southwest  Airlines ,  which  is  j 
outfitting  its  fleet  with  them. 

Sometimes  the  technology  goes 
from  commercial  to  military.  One  old 
the  company's  top  products  is  MultlJ 
Scan  radar,  which  automatically 
checks  different  angles  to  get  bettertj 
readings  of  storms.  It  was  developeij 
response  to  requests  from  commerce 
airlines,  but  Rockwell  Collins  is  insfj 
ing  the  devices  on  military  helicoptr^ 
and  transport  planes. 

So  what's  in  the  lab  these  days  ?  F(ii 
one,  Rockwell  is  designing  sophistic 
ed  in-flight  entertainment  systems 
private  jets  that  include  high-defini  j 
TV,  iPod  jacks,  wireless  Internet  cor 
nections,  and  support  for  BlackBerr 
devices  at  50,000  feet.  If  Jones  has 
his  way,  in  a  few  years  some  of  that 
technology  could  find  its  way  into  ci  j 
mercial  airliners,  easing  the  journey  j 
passengers  riding  in  coach.  1 BW 1 
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GREEN  BIZ 


The  Wind 

At  Germany's  Back 

Cutting- edge  tech  and  government  incentives  have 
made  it  a  world-beater  in  renewable  energy 


By  Jack  Ewing 

To  see  Germany's  latest  cash  crop,  take 
a  train  across  the  flat  plains  between 
Hannover  and  Berlin  or  cruise  the 
waters  off  the  gusty  North  Sea  coast. 
In  both  places,  you  can't  miss  the  rows 
of  windmills  marching  to  the  horizon, 
quietly  generating  some  7%  of  the 
nation's  electricity  needs— and  power- 
ing an  important  new  industry. 

Thanks  to  smart  regulation,  Germany 
has  become  a  global  powerhouse  in 
green  energy,  producing  more  electric- 
ity from  wind  than  any  other  country. 
While  the  industry  owes  some  of  its 
success  to  German  expertise  in  fields 
such  as  aerodynamics,  the  biggest  boost 
has  come  from  the  government.  The 
nation's  energy  law  guarantees  opera- 
tors of  windmills  and  solar  generators 
an  above -market  price  for  power  for  as 
long  as  20  years.  Other  countries  have 
similar  poUcies,  but  few  have  applied 


them  as  consistently  as  Germany.  "The 
crucial  point,"  says  Paul  Buchwitz,  a 
Deutsche  Bank  fund  manager  who  fo- 
cuses on  renewable  energy,  is  "you  know 
how  much  you  will  get  in  advance." 

JOB  GENERATOR 

Now,  as  oil  prices  surge  and  global 
warming  concerns  fuel  demand  for 
green  energy,  Germany  is  seeing  the 
payoff.  The  sector— both  energy  sup- 
pliers and  equipment  manufacturers— 
employs  more  than  235,000  people 
and  generates  annual  sales  upwards  of 
$33  bilhon,  government  figures  show. 
Nearly  60  companies  in  Germany 
speciahze  in  wind  systems.  Enercon, 
based  near  the  North  Sea,  is  in  a  dead 
heat  with  General  Electric 's  wind- 
power  unit  and  Spain's  Gamesa  for  the 
No.  2  slot  in  the  global  market  for  wind 
generators.  The  leader,  Denmark's  Ves- 
tas, produces  key  components  such  as 


Spinmeisters:  A 
technician  tends 
one  of  an  array  of 
windmills  in 
Germany's  north 


windmill  blades  in  Germany.  Winer 
a  unit  of  Siemens,  says  half  the  worl 
windmills  use  its  parts. 

Despite  Germany's  reputation  foi 
gray  skies ,  the  energy  law  has  also 
helped  build  up  a  solar  industry.  Ne; 
100  companies  manufacture  solar  c 
or  supply  the  sector,  with  more  thar 
half  of  those  in  the  old  East  German 
which  has  earned  the  nickname  Sol; 
Valley.  One  of  the  stars,  9-year-old 
Q- Cells,  is  second  only  to  Japan's  SI 
in  producing  solar  cells.  And  last  ye, 
Phoenix -based  First  Solar  opened  a 
$170  million  solar 
module  plant  neai 
border  with  Polan 
First  Solar  is  jus 
one  of  a  slew  of  foi 
eign  outfits  invest 
in  renewables  in  Germany.  GE  make 
turbines  near  the  Dutch  border  and 
is  expanding  production.  Solar  wafe 
maker  EverQ,  backed  by  Massachu 
setts'  Evergreen  Solar,  has  opened bf 
factories  in  eastern  Germany  since 
2006  and  now  employs  800  people  t 
there.  And  India's  Suzlon  last  year 
acquired  a  majority  stake  in  REpowf. 
Hamburg  wind-equipment  suppliet 
The  challenge  for  Germany  willbt 
staying  ahead.  While  the  country  let 
in  wind -generation  capacity,  the  U, 
market  is  growing  faster.  As  sales  sbl 
to  other  regions,  so,  inevitably,  wall  II 
manufacturing.  To  hold  on  to  its  lea-i 
Germany  will  have  to  keep  its  edge  i 
innovation.  Siemens,  which  has  7% 
the  global  wind -turbine  market,  aiii 
gain  share  via  its  expertise  in  conveif 
tional  power  and  its  strong  relation  i 
ships  with  utilities.  And  Germany's 
network  of  research  institutes  con- 
tinues to  work  on  renewables.  One 
group  hopes  to  cheaply  produce  siliil' 
impregnated  with  hydrogen,  creatiJi 
a  fuel  that's  easy  to  transport  and  c£ 
be  used  to  power  fuel  cells,  solving! 
problem  of  getting  energy  from  ren 
wind  and  solar  farms  to  cities.  Anot 
outfit  is  working  to  commercialize  i 
generator  that  combines  elements  ( 
sun  and  wind  power,  in  which  solar 
lectors  at  ground  level  produce  hot 
that  rises  through  a  chimney  and  tv 
a  power -generating  turbine.  Says  C 
Cells  CEO  Anton  Mibier:  "This  indi  f^ 
is  still  in  the  warm-up  phase ."  1 BW 
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with    BANK    of   AMERICA 


Open  a 

No  Fee  IRA 

today 

Online,  off-line,  phone  line,  near  the  bus  line... 


Nowyou  can  open  an  IRA  with  no  annual  account  fee.  Walk  into  your  nearest  banking 
center,  pick  up  the  phone  or  go  online  and  start  building  your  retirement  today.  Over 
the  years  we've  helped  millions  prepare  for  their  future.  We  can  do  the  same  for  you. 


Every  IRA  is  a 

No  Fee  IRA 


TO  OPEN  AN  IRA  TODAY: 


^   Click  on  bankofamerica.com/irachoices 

^   Visit  one  of  the  5,700  banking  centers 

©   Or  call  1.800.774.4724  to  get  access  to 
the  Retirement  Help  Desk 


t  of  America 
stment  Services,  Inc.' 


Bank  of  America 

Bank  of  Opportunity" 


imerica  Corporation  ("Bank  of  America")  is  a  financial  holding  company  that,  through  its  subsidiaries  and  affiliated  companies,  provides  banking  and  nonbanking 
services.  For  more  information  on  brokerage  IRAs  (non  FDIC-insured),  available  through  Banc  of  America  Investment  Services,  Inc.®,  call  1.800.774.4724. 
information  on  bank  IRAs  (FDIC-insured),  available  through  Bank  of  America,  N.A.,  visit  a  local  banking  center, 
products  are  provided  by  Bank  of  America.  N.A..  Member  FDIC. 

It  products  are  provided  by  Banc  of  America  Investment  Services,  Inc.®  and: 


:  Not  FDIC  Insured 


May  Lose  Value 


Are  Not  Bank  Guaranteed 


Imerica  Investment  Services,  Inc.  is  a  registered  broker-dealer,  member  FINRA  and  SIPC,  and  a  nonbank  subsidiary  of  Bank  of  America,  N.A. 
America  Investment  Services,  Inc.  and  Bank  of  America,  N.A.  currently  charge  no  annual  IRA  custodial  fee  or  maintenance  fee,  however,  fees  and  expenses  are 
•  change.  Please  note  that  other  fees  and  expenses  may  apply,  including  early  withdrawal  penalties,  trustee  transfer  fees  and  standard  brokerage  fees  For  more 
m  on  Banc  of  America  Investment  Services,  Inc.'s  standard  brokerage  fees,  please  see  the  Self-Directed  Fees  and  Commissions  section  on  bankofamerica. 
^stments  or  speak  with  a  financial  advisor  for  full-service.  See  your  Persorial  Schedule  of  Fees  for  more  information  about  Bank  of  America,  N.A.'s  fees. 
Jiank  of  America  Corporation. 
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^  SlmpltilSHIHWtt  advice:  Savel 
Wine:  Trendy  buys  from  Provence 


RETIREMENT:  FUNDS  TO  KEEP 
THE  INCOME  FLOWING 


^  i 


By  Lauren  Young 


U 


Boomers,  prepare  for  the  deluge.  For  years,  fund  companies  have  been  focused  on  creating  a  i 
product  that  would  generate  a  steady  stream  of  retirement  income.  Now,  those  products  are  hei^t 
and  investors  can  expect  to  see  a  wave  of  offerings  in  a  variety  of  styles.  I  Vanguard  Group  and 
Russell  Investments  both  plan  to  launch  income  funds  by  the  end  of  March,  while  T.  Rowe  Price 
aims  to  introduce  a  group  of  funds  by  September.  Fidehty  Investments  just  added  three  new  port  ^ 
folios  to  the  lineup  it  introduced  last  fall,  and  Charles  Schwab,  Pimco,  and  others  have  similar 
products  planned.  |  At  their  core,  retirement  income  funds  are  portfolios  of  funds  spread  across 
asset  classes.  The  new  twist  is  that  the  split  between  asset  classes  is  actively  managed  to  produce 
projected  income  stream.  But  instead  of  guaranteeing  a  fixed  payout  like  an  annuity  or  pension  pi 


m 
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Why  do  other  companies  measure  their  experience  in  years? 


The  Harltord"  is  The  HaMlnrd  Firi,!, .  imp,  int. and  ils  subsidiaries,  including  is-uing 

coiTipanies  Harltord  Life  Insurance  \  vWaw  Life  and  Accident  Insurance  Company. 

(O2008  The  HartlorO  Financial  Services  G'iiiip,  liic.Harttord  Securtlies  Distribution  Company,  !nc  a  N'iRA  member  tirm  Member  SIPC, 
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ands  strive  to  provide  annual  income  that 
js  from  3%  to  more  ttian  12%,  depend- 
n  how  they're  constructed.  The  income 
ut  plans,  composition,  and  costs  can  vary 
latically  (table). 

at  twist  is  creating  some  confusion  about 
^ay  the  funds  work.  "Even  very  Intel - 
t  chents  of  mine  think  that  the  return  in 
;  funds  is  guaranteed.  It  is  not,"  says  Debra 
e,  president  of  D.K.  Brede  Investment 
agement,  a  wealth -management  firm  in 
Iham,  Mass.  Ernest  Hathaway,  a  planner 
/estment  advisory  Financial  Strategies 
tute  in  Midvale,  Utah,  has  a  more  fun- 
;ntal  worry:  "My  concern  is  that  a  steep 
:et  decline  or  a  prolonged  bear  market  will 
3  investors'  incomes  to  drop  significantly." 
get  a  sense  of  how  Fidelity's  funds  work, 
at  Fidelity's  2016  Retirement  Income 


Replacement  Fund.  If  you  invest  $100,000  in  it 
today,  you'll  get  the  annual  income  generated 
from  the  portfolio,  currently  targeted  at  12.2% 
(the  payment  is  made  up  of  a  dividend  distri- 
bution and  proceeds  from  the  sale  of  shares 
each  month).  That  payment  aims  to  keep  pace 
with  inflation.  By  2016,  you  will  have  used  up 
your  $100,000  investment.  Notwithstanding 
the  term  "replacement  fund,"  it's  basically  a 
withdrawal  program  with  a  little  extra  kick. 

Vanguard's  three  funds,  by  contrast,  aim  to 
preserve  your  initial  investment.  Also,  they 
have  no  expiration  date.  Retirement  income 
funds  do  share  common  ground  in  the  basic 
building  blocks  of  their  portfolios:  invest- 
ment-grade bonds,  short-term  bonds,  high- 
yield  bonds,  domestic  equity,  and  international 
equity.  The  mix  can  vary  from  company  to 
company.  For  example,  the  Fidelity  2018  fund  is 


PORTFOLIOS  THAT  PAY 


UNDNAME 

idelity 
westments/ 
etirement  Income 
epiacement  Funds 

ussell 

kfePoInt  Funds/ 
arget 

ilstrlbutjon 
trategles* 

anguard 
roup/ 
anaged 
ayout  Funds* 


WHAT'S 
AVAILABLE 

1 4  funds  with 
target  dates  from 
201 6  to  2042 


Two  10-year 
portfolios,  one 
20-year  portfolio 


Three  funds  with 
goals  ranging  from 
growth  to  income; 
no  expiration  date 


TARGETED 
ANNUAL 
INCOME  (%)•' 

4.75%  to 
12.2% 


6%  to  10% 


3%  to  7% 


ASSET 
MIX 


Mainly  actively 
managed  Fidel- 
ity stock,  bond, 
and  cash  funds 


EXPENSES 
(%  OF 
ASSETS) 

0.54%  to 
0.67% 


Funds  from  1 .0% 

Pimco,  Goldman  (payable 

Sachs,  Marsico,  to  adviser) 
and  others 


Vanguard  index 
funds,  plus  com- 
modities futures. 
Can  sell  securi- 
ties short 


COMMENT 

Designed  to  spend  down  the  entire 
portfolio  over  a  set  period.  Investment 
mix  gets  more  conservative  as  target 
date  nears. 

Sold  through  independent  advis- 
ers who  set  the  payout  schedule 
(quarterly,  monthly,  etc.).  Goal  is  to 
preserve  initial  investment,  but  princi- 
pal can  be  tapped. 


use  they  can't  measure  it  in  centuries 
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41.5%  equities,  38.2%  bonds,  and  20.3%  cash. 
The  asset  mix  in  a  comparable  10 -year  Russell 
fund  is  currently  41%  stocks,  59%  bonds,  and 
other  short-term  assets. 

The  fund  manager's  job  is  to  tweak  the 
portfolio  to  keep  the  desired  income  stream 
on  target.  But  such  moves  may  create  a  sizable 
tax  bill.  That's  why  Peter  Rekstad,  a  financial 
adviser  at  TruNorth,  a  wealth -management 
firm  in  Oakdale,  Minn.,  plans  to  use  the  Rus- 
sell funds  in  Individual  Retirement  Accounts 
for  his  retired  clients.  For  taxable  accounts, 
"I'm  going  to  need  to  see  much  more  about  the 
product  to  decide  how  to  use  them,"  he  says. 

PUZZLE  PIECE 

Retirement  income  funds  are  not  designed  to 
be  an  investor's  sole  source  of  income.  "We 
envision  them  as  one  piece  of  the  puzzle,"  says 
Boyce  Greer,  president  of  fixed -income  and 
asset  allocation  at  Fidelity.  Greer  suggests  they 
be  used  to  bridge  the  gap  between  early  retire- 
ment and  the  period  when  Social  Security 
kicks  in,  or  to  complement  pensions  and  other 
income  sources. 

Investors  are  already  using  Fidelity's  funds 
in  surprising  ways .  One  8  9  -  year  -  old  husband , 
who  is  terminally  ill,  invested  in  a  retirement 
income  fund  to  make  sure  his  wife,  who  is  87, 
will  have  an  easy  way  to  get  income  upon  his 
death,  Greer  says.  Customers  are  buying  the 
funds  to  pay  for  nursing  home  costs  and  as 
a  replacement  for  trusts,  which  have  costly 
administration  fees.  While  the  income  funds 
may  make  sense  for  smaller  sums,  advisers  say 
that  for  accounts  of  $500,000  and  up,  they  can 
generate  similar  results. 

It's  too  soon  to  judge  retirement  income 
funds  based  on  returns.  But  they  seem  to  be 
holding  ground  in  a  rocky  market.  Fidelity 
Income  Replacement  2036,  which  is  one  of  the 
portfolios  with  the  biggest  weighting  in  stocks 
(61.7%),  is  down  6.09%  vs.  9.29%  for  the  S&P 
500  through  Jan.  25.  1 BW 1 
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SAVINGS  THAT  FADE 
IN  THE  FINE  PRINT 


At  first  blush  it  sounds  great: 
Wachovia's  new  savings  account 
offers  a  5%  rate  at  a  time  when 
the  average  rate  offered  on  sav- 
ings accounts  is  near  zero.  And 
customers  can  earn  a  bonus  of 
up  to  $300  based  on  the  size  of 
their  account  at  yearend. 
Wachovia  is  making  a  big  push 
for  its  "  Way2Save."  The  ad 
budget  is  in  the  "tens  of  mil- 
lions," says  Kathryn  Black,  the 
bank's  savings  director.  That's 
more  than  Wachovia  has  ever 
spent  on  a  new- product  launch. 

Dig  deeper  into  the  details, 
though,  and  the  deal  doesn't 
look  quite  as  good.  You  can 
deposit  only  a  limited  amount 
—up  to  $100  a  month,  plus  $1 
that  will  be  transferred  from 
your  checking  accoimt  to  the 


By  Anne  Tergesen 


higher -interest  savings  accoti 
for  each  debit -card  transacti( 
and  online  bill  pajonent.  And 
that  5%  savings  rate  is  only  fo 
the  first  year— it  ratchets  dow 
in  years  two  and  three.  The  si; 
of  any  annual  bonus  payment 
falls  after  the  first  year  as  weU 
and  Wachovia  caps  bonus  pa) 
ments  at  $300  a  year. 

Why  launch  Way2Save  novi 
The  bank  earns  revenue  on  deV 
card  use,  but  the  main  goal  is  1 
attract  the  required  new  chec; 
ing  accounts.  These  tend  to  hv 
"sticky"  assets  and  lead  to  sal 
of  other  products,  says  Black: 
"The  core  checking  relationsl 
is  a  key  driver  of  our  profitabDi 
ity."  Current  interest  rates  on  1 
bank's  checking  accoimts  aree 
typically  0.1%  to  1.5%, 


FOOLED  BY  NICE  DUDS  AND 
A  FANCY  DEGREE 


By  Ellen  Hoffman 


Who  would  you  rather  have  as  an  invest 
ment  adviser-  a  suited  man  with  a  Corno 
University  degree  or  one  in  chinos  and  a  1 
T-shirt  who  went  to  a  no -name  college? 
study  by  Princeton  University  assistant  p 
fessor  Emily  Pronin  asked  subjects  to  viet 
photos  of  the  same  man  in  two  types  of  garb,  with  the  different  III 
Subjects  then  estimated  how  much'of  a  hypothetical  $1,000  they 
invest  with  each.  The  suited  man  got  an  average  $535  without  haM 
his  background  checked;  only  $352  went  to  the  casual  dresser,  wt 
credentials  they  were  more  likely  to  check.  The  study  suggests  tb 
this  "halo  effect" —judging  someone  positively  without  enough 
evidence — is  one  of  three  biases  that  can  lead  investors  astray.  Ti 
others:  "overconfidence"  in  financial  prospects  for  retirement  ar. 
making  uninformed  snap  investment  decisions.  To  mitigate  the 
first,  check  broker  backgrounds  at  finra.org,  site  of  the  Financial 
Industry  Regulatory  Authority,  whose  foundation  funded  the  sti 


Need  a  lift? 


GETTING  TO  RETIREMENT  Can  seem  like  a  pretty 
daunting  task.  What  do  you  do?  How  much  should 
you  save?  Where  do  you  begin?  Fortunately,  this  is 
where  The  Principal'  can  help.  We  have  everything 
you  need  to  plan  for  retirement,  from  simple  tools 
to  help  you  get  started  to  a  wide  range  of  financial 
products-including  IRAs,  annuities,  investments, 


insurance  and  banking.  And  as  the  nation's  401(k) 
leader,*  we  know  how  to  make  the  whole  process 
as  simple  as  possible.  So  no  matter  how  far  away 
retirement  might 
seem,  The  Principal 


Retirement 
Investments 
Insurance   ^^  Financial 

can  give  you  an  edge  Banking  ^^      Group 


in  getting  there. 


WE'LL  GIVE  YOU  AN  EDGE=' 


To  learn  more,  contact  your  financial  prof essional  or  visit  principal.com 


*The  Principal  ranks  number  one  in  total  plans  for  all  asset  sizes  among  fully-bundlecl  401  (k)  providers-2006  Spectrem  Group  analysis  of  fully-bundled  401  (k)  providers 
(companies  ttiat  provide  both  administrative  and  investment  services) .  ©2007  Principal  Financial  Sen/ices,  Inc. "  ftie  Principal ,"  "Principal  Financial  Group"  and  the  Edge  design 
are  registered  sen/ice  marks  and  the  illustrated  character  and  "Well  Give  You  An  Edge"  are  service  marks  of  Principal  Financial  Sen/ices,  Inc.  Insurance  issued  by  Principal  Life 
Insurance  Company  Securities  offered  through  Princor  Financial  Securifes  Corporation,  (800)  247-41 23.  member  SIPCand/or  independent  broker/dealers.  Securities  sold  by 
a  Princor  Registered  Representative  are  offered  through  Princor.®  Bank  products  offered  through  Principal  Bank®  member  FDIC,  Equal  Housing  Lender  Principal  Life,  Princor,® 
Principal  Bank  and  Principal  Financial  Services,  Inc. ,  are  members  of  the  Principal  Financial  Group,®  Des  Moines.  lA  50392.  Insurance  and  annuities  are  not  FDIC  insured ,  not 
obligations  or  deposits  of  Principal  Bank,  not  guaranteed  by  Principal  Bank,  and  subject  to  investment  risks,  including  possible  loss  of  the  principal  invested  .#1131 022009 
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ADVICE  THAT  COULDN'T  BE 
SIMPLER:  SAVE 


In  1956,  Henry  "Bud"  Hebeler  left  Boston  with  a 
graduate  degree  in  engineering  from  Massachu- 
setts Institute  of  Technology  for  a  job  at  Boeing 
in  Seattle.  Some  three  decades  after  that  long  trip  in  a  Volkswagen  Beetle,  he  retired  as  president  of  the 
company's  giant  aerospace  unit.  It  wasn't  long  before  Hebeler,  disgusted  by  much  of  the  retirement  - 
planning  field,  started  a  new  career  dispensing  conservative  financial  advice  that  can  be  curmudgeonl; 


but  is  always  insightful.  (Visit  his  Web  site, 
analyzenow.com,  for  a  sample.)  Contributing 
economics  editor  Christopher  Farrell  caught  up 
with  Hebeler  at  his  Park  City  (Utah)  condo. 

How  is  the  meltdown  in  the  housing  market 
affecting  retirement  planning? 

Even  six  months  ago,  people  would  say  to  me: 
"I  have  my  retirement  savings  in  my  home." 
Now  they  say:  "I'm  not  sure  if  I  do."  They're 
wondering  if  they  need  to  save  more,  since 
maybe  they  won't  get  as  much  for  the  home 
when  they  sell  it  as  they  thought. 

If  you're  considering  dowmsizing,  the  earlier 
the  better.  You  can  use  the  cash  saved  for 
investing.  You  can  build  up  savings  with  a 
smaller  house,  smaller  mortgage,  lower  property 
taxes,  and  so  on.  And  baby  boomers  may  find 
that  small  homes  will  become  more  desirable — 
and  relatively  more  expensive — than  they  are 
today.  Big  homes,  meanwhile,  may  sell  for  less 
than  they  expect. 

What  do  you  think  of  the  new  income - 
replacement  products  (page  70)? 

I'd  rather  own  an  immediate  annuity  [an  annu- 
ity that  provides  a  guaranteed  income  for  Ufe]. 
I  like  inflation -protected  immediate  annui- 
ties. People  shy  away  from  them  because  of 
the  smaller  payouts.  I  bought  mine  years  ago. 
Imagine  what  that  inflation  protection  is  worth 
if  we  go  through  President  Carter-like  infla- 
tion years.  And  you  don't  just  diversify  with 
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stocks,  bonds,  real  estate,  and  cash.  You  should 
consider  some  extreme  possibilities.  What  if 
inflation  takes  off?  Am  I  diversified  for  a  Great 
Depression  ?  Do  I  have  anything  in  my  portfolio 
that  would  help  me  survive  in  either  of  those 
circumstances? 

What's  your  main  message  for  people  trying 
to  prepare  for  retirement? 

Save.  People  will  say  to  me:  "I'm  not  worried 
about  retiring— I'll  work."  Well,  the  first  thing 
is,  you  age.  You  can't  perform  as  well  as  before. 
Imagine  a  70 -year-old  policeman  chasing  a 
purse  -  snatcher  down  the  street .  Or  a  lawyer 
who's  losing  some  cognitive  ability.  That 
directly  affects  performance. 

You've  long  been  a  critic  of  much  financial  - 
planning  software.  Is  it  getting  better? 

A  bit.  A  few  years  ago  planners  started  using 
Monte  Carlo  simulations  [computer  simula- 
tions that  run  portfolios  through  thousands  of 
scenarios].  That's  an  improvement.  Problem  is, 
the  planners  think  it's  predicting  the  future. 

I  use  specific  historical  scenarios.  Take  1965. 
It  was  the  worst  year  you  could  have  retired  in 
the  recent  past.  You  had  higher  inflation  and 
lower  rates  of  return.  One  of  the  best  years  you 
could  have  retired  was  1948,  since  inflation  was 
low  and  subsequent  returns  high.  So  if  your 
projections  assume  1948,  by  historic  standards 
you're  pretty  optimistic.  But  if  it's  1965,  you 
may  be  conservative.  iBWi 
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Past  Ran  Boeing's' 
then-$3  billion 
aerospace  unit  in  t ' 
early  1 980s;  retiret 
in  1989  at  age  553 
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for  his  no-nonsenf 
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software 
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I  have  been  tracking  Chateauneuf  du  Papes  for 
more  than  30  years.  These  wonderful,  reason- 
ably priced  wines  from  Provence  have  remarkable 
flexibility  with  food,  and  the  region  is  one  of  my 
rites  for  old  vines,  artisanal  winemaking,  and  organic  farming.  The  world  is  obviously  catching  on, 
prices  are  going  to  go  up,  but  here  are  some  outstanding  bargains  from  the  excellent  2005  vintage. 


ROVENQAL  BARGAINS, 
UT  NOT  FOR  LONG 


01  NTS 


du  Boursan  2005 
sauneuf  du  Pape 

veil-made  2005 
ays  plenty  of  spicy, 
ery  juniper  notes 
lixed  with  some 
t  cherry  and 
at,  but  the  tannic, 
lightly  astringent 
kept  my  score  from 
any  higher.  Give  it 
sars  of  aging  and 
it  over  the  following 
ars.  $24-$28 
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POINTS 


Paul  Autard  2005 
Chateauneuf  du  Pape 

This  is  a  beauty.  Dark 
ruby  with  a  flamboyant 
black  currant,  sweet 
cherry,  floral,  licorice, 
and  spice  nose,  the  wine 
is  deep  and  full  bodied, 
with  tannins  in  the 
supple  finish.  This 
already  drinks  well  but 
should  continue  to 
evolve  for  1 0  to  1 5-plus 
years.  $30-$43 
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La  Bastide  St.- 
Dominique  2005 
Chateauneuf  du  Pape 
Secrets  de  PIgnan 
Vieilles  Vignes 
The  estate's  top  cuvee  is 
built  on  elegance  and 
finesse  rather  than  pure 
power.  It  reveals  a  dark 
ruby  hue,  plus  more 
tannic  structure  than  the 
2006  as  well  as 
additional  heft.  It  can  be 
enjoyed  over  the  next  10 
to  12  years.  $50 


OINTS 


il  2005 

(auneuf  du  Pape 

jutifully  rich  and 
bdied  wine, 
fder,  pepper,  sweet 
Derry,  and  cherry 
'•cm  the  glass.  It 
bbably  need  a 
e  of  years  in  the 
I.  But  it  should  then 
i^ellforupto  20 
$45-$50 
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Clos  Saint-Jean  2005 
Chateauneuf  du  Pape 

A  blend  of  grenache 
plus  syrah,  mourv6dre, 
and  cinsault.  The  wine,  a 
dense  plum/ruby/purple 
color,  is  exquisite,  with 
notes  of  incense,  melted 
licorice,  blackberry,  and 
sweet  cherry.  A  superb 
example  of  Chateauneuf 
du  Pape— peppery, 
spicy,  rich,  full  bodied, 
and  layered.  It  should 
drink  well  for  10  to  15 
years.  $27-$37 
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Charvin  2005 
Chateauneuf  du  Pape 

A  superb  wine  of  a  dark 
ruby  hue  with  notes  of 
underbrush,  kirsch,  and 
a  bit  of  pepper  and  spice 
box.  It  is  deep  and  broad, 
with  outstanding 
concentration,  moder- 
ately high  tannin,  and  a 
nicely  structured,  pure 
mouthfeel.  Anticipated 
maturity:  2011  to  2022. 
$46-$70 


rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very 
tobert  Parker  is  the  world's  most  influential  wine  critic.  Visit  eRobertParker. 
)  see  tens  of  thousands  of  tasting  notes,  buy  his  books,  or  subscribe  to  his 
jtter,  The  Wine  Advocate. 
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Look  closer 
at  moving 
your  IRA  to 
T.  Rowe  Price 


And  discover  why  more  investors  are  making  the  switch. 

Our  disciplined,  long-term  approach  is  especially  suitable  for  retirement  investing.  When  you 
dig  deeper  into  your  IRA  investment  options,  it's  easy  to  understand  why  more  and  more 
investors  are  switching  to  T.  Rowe  Price. 


Low-cost,  in-house  active  management 

We  actively  manage  our  funds,  with  a  team 
of  analysts  and  our  own  in-house  research 
department.  And  with  no  loads  or  sales  charges, 
and  low  expenses,  your  IRA  savings  go  further. 

Experienced  fund  managers 

AtT.  Rowe  Price,  our  fund  managers  average 
1  3  years'  tenure.  They  have  proven,  long-term 
track  records  through  various  market  conditions. 

Intelligently  balancing  risk  and  reward 

We  believe  IRA  investments  should  maximize 
returns  without  adding  excessive  risk  to  your 
portfolio.  Our  fund  managers  are  dedicated  to 
carefully  balancing  risk  and  reward. 


All  the  tools  and  services  you  need 

AtT.  Rowe  Price,  we  have  all  the  tools  and 
services  you  need  to  make  the  most  of  your 
IRA  investing  choices. 

•  For  a  limited  time,  get  free  online  access 
to  Morningstar-  Fund  Analyst  Reports 

on  T.  Rowe  Price  funds. 

•  Call  our  Investment  Guidance  Specialists 

with  any  questions  you  might  have.  They 
aren't  paid  a  commission,  so  their  focus  is 
to  help  you  find  the  best  funds  for  your 
retirement  goals. 


Average  annual  total  returns  as  of  12/31/07*  1  Year  5  Year         10  Year       ^rJ^P^",\® 


Balanced  Fund  7.1 8% 

Upper  Balanced  Funds  Average  5.93% 

Global  Stock  Fund*"  20.36% 

Lipper  Global  Large-Cap  Growth  Funds  Average  1 3.47% 


Spectrum  Growth  Fund 

Lipper  Multi-Cap  Core  Funds  Average 

Spectrum  Income  Fund 

Lipper  General  Bond  Funds  Average 


8.65% 
6.48% 

6.19% 
3.27% 


Spectrum  International  Fund***  1 5.73% 

Lipper  International  Multi-Cap  Core  Funds  Average  1 2.1 8% 


11.55% 
9.62% 


16.41% 
13.33% 

7.85% 
5.46% 

22.08% 
20.77% 


7.07% 
5.63% 


21.91%      10.11% 
17.18%         7.36% 


8.09% 
7.07% 

6.47% 
4.66% 

9.26% 
9.09% 


0.68% 
1.35% 

1.01% 
1.89% 

0.81% 
1.72% 

0.70% 
1.54% 

0.97% 
1.73%, 


The  new  T.  Rowe  Price  Mutual  Fund  Compare  Tool  lets  you  easily  compare  T.  Rowe  Price  Funds 
with  other  funds  you're  considering.  Just  go  to  troweprice.com/comparetool. 


gnt  performance  may  be  lo\  < 
xice,  principal  value,  an  / 
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I  the  deduction  of  a  2%  '  ■.  /  fee  on  shares  held  for  90  days  or  less.  If  it  did,  the  performance  would 

ver.  International  investin;^  invoives  special  risks,  including  currency  fluctuations.  Rfr,/'  •! 

$  profile:  each  includes  investment  oh/erf  a'c^s,  riih,  fees,  expenses,  and  other  information  t!  >, 
^der  carefully  before  investing.  i^\'  i. 


EasyTransfer  IRA  Service 

Our  EasyTransfer  IRA  Service  makes  it  easier  than  ever  to  transfer  an  existing  account  lo  T.  Rowe  Price 
online  or  over  the  phone.  We  can  even  help  take  care  of  the  paperwork  for  you. 


The  more  you  ^SSl^ 
the  more  we're  cRirerent.** 


ira.troweprice.com     1 .888.428.0029 
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More  employers  are  rethinking  their  responses  to  escalating  health- 
care costs.  Why?  They  recognize  chronic  diseases  are  the  root 
problem.  Example:  An  employee  managing  his  diabetes  might  cost 
$5,000  per  year.' An  employee  not  managing  his  diabetes  could  cost 
up  to  $45,000.'  The  win-win  here  is  that  by  providing  employees 
incentives  to  lead  healthier  lives  and  helping  them  manage  their 
chronic  diseases,  you  reduce  your  healthcare  costs.  And  you'll  have 
healthier  employees.  Sure  beats  the  alternative. 

Learn  about  lowering  costs  now  at  www.CenterVBHM.com 


GlaxoSmithKline 


■ir 

Health  Alliance 


Reference:  1.  He^ilth  Partners.  Bevond  Benefits.  January-  2006.  hrtp://www.healthpartners.coni:747/media/beyondbenefits/BB0106_  br.htm.  Last  accessed  8/3/07. 
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le  MacBook  Air:  So  Close  and  Yet. 

le  sexiest  laptop  ever,  but  too  much  is  sacrificed  in  the  name  of  sleekness 


n't  take  long  for  Apple's  new  laptop,  the  MacBook  Air,  to  set  off 
tense  struggle  between  my  heart  and  my  mind.  Without  doubt, 
vir  is  the  sexiest  computer  ever  designed.  But  a  computer  is  a 
not  an  objet  d'art,  and  there  are  a  lot  of  practical  shortcomings 
d  on  users  by  the  Air's  minimalist  design. 


the  plus  side,  the  Air  crams  far 
laptop  than  seems  possible  into 
redibly  slim  package,  avoiding 
of  the  compromises  users  of 
ght  laptops  have  had  to  accept  in 
ist.  It  has  a  13.3-in.  display,  a  full- 
pyboard,  and  decent  processing 
(■  in  a  case  that  tapers  from  just 
liree- quarters  of  an  inch  thick  to 


less  than  a  quarter -inch  at  the  front. 
With  a  starting  price  of  $1,799  and  at 
just  three  pounds,  it  seems  an  ideal 
choice  for  the  road  warrior. 

It  took  the  combined  engineering 
genius  of  Apple  and  Intel  to  make  this 
possible.  The  Air  uses  a  standard  Core 
2  Duo  processor,  but  Intel  shrank  the 
packaging  in  which  the  processor  is 


mounted  by  60%.  Intel  and 
Apple  also  collaborated  on 
the  system  board,  which 
includes  the  processor,  an 
integrated  Intel  graphics 
adapter,  plus  memory  and 
various  other  chips  in  a  lay- 
out not  much  bigger  than 
an  index  card.  To  save  more 
space,  Apple  went  with 
a  hard  drive  even  smaller 
than  it  uses  in  the  iPod 
classic.  This  hmits  storage 
to  a  not -very-generous  80 
gigabytes.  For  $1,000  more, 
you  can  opt  for  a  much 
faster  but  smaller  64  GB 
solid-state  drive. 

Still,  there  are  some 
significant  negatives.  For 
one,  most  people  who  want 
to  use  a  Mac  laptop  in  a 
corporate  environment  can 
expect  to  run  into  opposi- 
tion from  their  companies'  technology 
departments,  many  of  which  remain 
Mac-resistant. 

MORE  PORTS,  PLEASE 

This  isn't  Apple's  fault,  but  I  can't  say 
the  same  about  certain  design  choices. 
Consider  the  Air's  sleek-looking  case: 
an  unbroken  shell  of  aluminum  with 
a  little  door  on  one  side  concealing 
the  headphone  jack,  a  connector 
for  a  special  cable  to  hook  up  a  projec- 
tor or  external  monitor,  and  a  lonely 
USB  port. 

That's  going  to  be  one  busy  port .  As 
on  most  ultralights ,  there 's  no  built  -  in 
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CAN  SO  LITTLE 
BE  ENOUGH? 


The  MacBook  Air  has  some 
nifty  details,  but  it  lacks 
several  key  features 
and  is  low  on  storage 


Internal  battery  lasts 
about  four  hours— not 
enough  for  a  cross- 
country flight 


i 


Backllt  keyboard  glows  brighter  when  room  light  Is  low 


iPhone-like  touchpad  responds  to  gestures 


CD/DVD  drive.  But  Apple  sells  a  $99 
external  one  that  connects  through  a 
USB.  If  you  want  to  plug  in  an  Ethernet 
cable,  you'll  need  a  USB  adapter.  Ditto 
if  you  want  to  surf  the  Net  through  a 
cellular  link  from  Verizon,  Sprint,  or 
AT&T.  If  you  want  to  use  two  add  -  ons 
at  the  same  time,  you'll  need  some- 
thing called  a  USB  hub,  which  may 
have  to  be  plugged  into  a  power  outlet. 
Even  with  a  single  device,  you  may 
need  a  USB  extension  cable  because 
the  port  opening  is  so  cramped.  And 
if  you're  like  me,  whatever  dongle  you 
need  most  will  go  missing  at  the  worst 
possible  moment.  The  audio  plug  is 
very  tight,  too— some  headphone  jacks 
won't  fit. 

I  think  Apple  made  two  dubious 
design  decisions  that  could  limit  the 
Air's  appeal  to  a  sliver  of  a  subset  of 
users  who  put  a  high  premium  on  mo- 
bility and  design.  Sealing  the  battery 
inside  the  case  allows  a  smaller  and 
lighter  form  but  precludes  the  use  of 
a  second  battery.  Apple  claims  people 
will  get  five  hours  on  a  charge.  I  got 
about  four  hours  of  hard  use,  which 


Two  things  could  limit  the  Air's  allure  for  road 
warriors:  No  way  to  swap  in  an  extra  battery 
and  reliance  on  still-spotty  Wi-Fi  availability 
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is  very  good,  but  even  four  hours  isn't 
quite  enough  for  a  flight  across  the 
U.S.,  let  alone  overseas.  People  who 
are  used  to  carrying  a  spare  battery  for 
those  extra -long  trips  are  out  of  luck. 
The  second  big  issue  is  the  exclusive 
reliance  on  Wi-Fi  for  connectivity.  Wi- 
Fi  is  far  from  ubiquitous,  and  it's  often 
unavailable  in  hotel  rooms.  Recently 
I've  even  stayed  in  hotels  in  high-tech 
hubs  such  as  San  Francisco  and  San 
Jose  that  lacked  Wi-Fi  in  guest  rooms. 
The  increasingly  attractive  alterna- 
tive is  wireless  broadband,  especially 
as  wireless  phone  carriers  improve  the 
coverage  of  their  high- speed  networks. 
These  work  best  when  the  radio  is  built 
into  the  laptop,  which  Apple  chose 
not  to  do.  Nor  is  there  room  for  an 
ExpressCard,  which  can  be  used  to 
attach  external  wireless  modems  on 
many  laptops,  including  the  MacBook 
Pro.  That  leaves  a  clunky  USB  modem 
as  the  only  alternative. 

One  nice  feature  is  the  ability  to  use 
iPhone  gestures  on  the  touchpad,  such 
as  enlarging  or  shrinking  an  image  by 
spreading  or  drawing  together  your 

thumb  and  index 

finger.  Expect  to 

see  this  soon 

onallMaclap- 

tops.Butnotall 

gestures  work  in 

all  programs.  For 


This  crisp  13.3-inch  wide- 
screen  display  may  be  the  t 
on  any  notebook.  Up  top:  A 
sensor  manages  the  screeiM 
backlighting,  and  a  camera  li 
microphone  make  video  chti 


Hidden  behind  a 
the  USB,  audio,  a  I 
other  ports  are  ta 
tightly  spaced 


fiil 


example,  pinching  will  shrink  thee 
size  in  Apple's  Safari  browser  but  (i 
Mozilla  Firefox.  Meanwhile,  for  usi 
accustomed  to  right  and  left  clicks 
would  be  nice  if  Apple  would  dropi 
pigheaded  insistence  on  a  single  b^ 
ton  for  its  touchpad. 

Ultimately,  the  Air  presents  pot)' 
tial  buyers  with  a  tough  choice.  Iff 
lovely  to  look  at  and  delightful  to  i 
The  screen,  lit  by  energy- saving  1 1 
is  sharp  and  bright — it  may  be  the*  i-'i 
I've  seen  on  a  notebook.  The  keybli 
is  surprisingly  amenable  to  long  si  it 
of  typing— better  than  the  one  onif 
MacBook  Pro— and  even  after  pro 
longed  use,  the  case  stays  fairly  cc 
the  touch.  It  is  more  comfortable' 
on  an  airplane  coach  seat's  tray  ta's|!l| 
than  any  laptop  I  have  ever  used 

Against  that  you  need  to  weigh " 
inconvenience  caused  by  all  the  th 
Apple  chose  to  leave  out,  any  one  i 
which  could  be  a  dealbreaker  for  a 
derrianding  business  traveler.  Theflb 
might  not  have  been  quite  as  smo'  Hat 
and  shiny  if  Apple  had  designed  i1 
those  features.  But  it  would  have  1 
greater  rational  as  well  as  emotioi 
appeal.  iBWi 
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OPINION 


IIA  CENTRIC  I  JON  FINE 


Slo-Mo  Strategy  at  New  York  Times 

id  hedge  fund  Harbinger's  bid  for  boardroom  seats  at  Times  and  IVIedia  General 


081 


re's  any  fashion  to  investing  in  media  companies,  then  the 
'  fight  is  the  new  black.  I  Hedge  fund  player  Harbinger  Capital 
lers  is  swooping  in  on  the  saggy  stocks  of  New  York  Times  Co. 
ledia  General,  which  owns  25  daily  newspapers  and  23  TV  sta- 
concentrated  in  the  Southeast.  In  the  near  term,  this  means 


ig,  since  both  companies  have 
;tock  structures  that  allow  the 
ing  families  to  maintain  control, 
longer  term,  Harbinger's  moves 
mean. ..something,  given  that 
id  is  fielding  an  alternate  slate  of 
candidates  aimed  at  seats  voted 
lonfamily  shareholders.  Harbin- 
id  Firebrand  Partners,  its  ally  in 
Ties  Co.  move)  join  Jana  Partners 
year's  media  activists.  Jana  is 
y  tussling  with  management  — 
s  unveiled  an  entire  proposed 
-at  long -running  online  media 
jNET  Networks, 
n  company,  of  course,  comes 
jS  own  particulars.  Times  Co. 
js  trading  at  lows  not  seen  since 
|d-  '90s.  Media  General  is  held  in 
fw  regard  that  its  billion -dollar 
j  6  level  translates  to  a  market  cap 
ess  than  half  that .  CNET  has 
ted  the  feat  of  taking  in  around 
nillion  in  online  ad  revenue— the 
rized  ad  dollars  out  there, 
gby  the  deal  multiples  thrown 
i— while  having  a  stock  that  per- 
is poorly  as  a  newspaper  com- 
i.  Its  shares  have  fallen  40%  in 
i;t  two  years.  CNET  has  a  Yahoo! 
pi  in  that  it's  imderper forming 
';  in  which  it's  well -positioned, 
(unately  for  CNET,  its  market 
iround  $1.25  billion,  not  Yahoo's 

lion,  and  therefore  it's  an  easier 
r  especially  since  it  does  not  have 

sses  of  stock.  (CNET  hastily  en- 
I  "poison  pill"  provision,  which 
'  challenging  in  court.) 
tgood  news  for  media  execu- 
>  that  someone  sees  value  in  their 
I  d  companies.  The  bad  news  is 


these  are  not  the  kinds  of  investors  that 
executives  want  calling  the  shots. 

Harbinger's  moves,  at  least,  repre- 
sent recalibrated  tactics  for  action- 
minded  investors  eyeing  the  sluggish 
media  sector.  Not  long  ago,  Morgan 
Stanley  Investment  Management,  led 
by  Managing  Director  Hassan  Elmasry, 
made  a  run  at  Times  Co.,  even  suggest- 
ing to  the  board  that  the  best  way  to 


Can  Sulzberger 
keep  fending  off 
plays  for  control 
of  Times  Co.? 


preserve  the  journal- 
istic bona  fides  of  the 
company's  flagship 
would  be  to  go  to  a 
single  class  of  stock. 
Ttiis  did  not  work,  and  Chairman  Ar- 
thur Ochs  Sulzberger  Jr.  and  the  com- 
pany were  able  to  stonewall  Elmasry. 
Harbinger  is  officially  mum  on  its 
moves,  but  I  chatted  with  an  individual 
famiUar  with  the  Times  Co.  bid.  On 
the  issue  of  family  control,  this  person 
was  fairly  philosophical  and  quoted  a 
line  horn  Brokeback  Mountain:  "If  you 
can't  fix  it,  you've  got  to  stand  it." 
Harbinger  hopes  common  share- 


holders will  elect  a  few  board  members 
who  could  gradually  bring  enough  of 
the  board  around.  (This  isn't  necessari- 
ly a  slam-  dunk:  Around  a  iifth  of  Times 
common  shares  are  family-owned.)  Of 
course,  this  process  could  take  so  long 
that,  by  the  time  Harbinger  has  sold 
enough  directors  on  a  strategy,  circum- 
stances may  have  changed  enough  to 
warrant  an  entirely  new  approach. 

RIGHT  TACK 

The  person  familiar  with  the  bid  dis- 
missed that  concern,  saying  board- 
room dynamics  do  not  equal  "a  game 
of  dodgeball,  where  nine  members  go 
to  one  side  and  four  go  to  another. . . . 
Board  members  all  want  the 
share  price  to  go  up."  In  fairness, 
the  outline  of  a  Harbinger/ 
Firebrand -approved  Times 
strategy  of  focusing  on  the 
newspaper,  its  digital  offshoots, 
and  about.com,  its  how-to  por- 
tal, actually  makes  sense  right 
now.  As  one  close  observer  of 
the  company  points  out,  if  you 
subtracted  The  Boston  Globe  and 
the  properties  in  the  company's 
regional  newspaper  group,  you 
would  drop  those  posting  the 
ugliest  losses — and  hold  on  to 
about. corn's  growth  and  what- 
ever digital  upsideThe  New  York  Times 
itself  may  yet  have. 

Each  of  these  situations  will  take 
time  to  play  out.  But  given  the  fixed 
nature  of  Times  Co.'s  and  Media 
General's  stock  structure,  those  will 
take  longer.  And  beyond  that,  well, 
good  luck  to  Harbinger.  "Everyone 
thinks  they  can  fix  newspapers,"  sighs 
one  Wall  Streeter.  "No  one  has  found 
the  magic  bullet."  iBWi 

BUSINESSWEEK.COM  I 

For  Jon  Fine's  blog  on  media  and  advertising,  go 
to  businessweek.com/innovate/FineOnMedia. 
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A  Hearty  Appetite  for  Kraft  Foods 

Given  the  market's  volatility,  investors  have  stayed 
"defensive,"  beefing  up  their  portfolios  with  reces- 
sion-proof stocks.  "Investors  are  being  challenged 
on  two  fronts:  the  global  economic  slump  and  the 
housing  and  credit  crises,  which  will  take  years  to 
work  out,"  says  Joseph  Battipagha,  market  strate- 
gist at  Washington  Crossing  Advisors.  Risk  aversion 
is  high  because  of  recession  fears,  he  says,  making 
it  difficult  for  the  equity  markets  to  sustain  rallies. 
Battipaglia  favors  shares  of  big-cap  companies  with 
stable  earnings  that  are  not  exposed  to  financial- 
sector  problems. 

A  top  pick:  Kraft  Foods  (KFT),  the  largest  U.S. 
food-and-beverage  company  and  No.  2  in  the 
world,  whose  estimated  2007  sales  of  $36.9  bil- 
lion are  expected  to  jump  to  $41  billion  in  2008  and 
$43.7  billion  in  2009.  Yet  Kraft,  with  a  3.6%  divi- 


EASIER 

TO  SWALLOW 

STOCK  PRICE  (DOLLARS) 


JUNE  18.  07  JAN.  29, 

Data:  Bloomberg  Financial  Markets 


dend  yield,  saw  its  s ! 

fall  from  37. 20  in  }u! 

29.45  on  Jan.30.Bal 

paglia  sees  Kraft  hitl*' 
40  this  year.  The  company  is  restructuring  to  sy^ 
sales  growth  and  slash  costs. 

One  big  stakeholder  is  billionaire  Nelson  Pellif" 
with  more  than  2%.  Kraft  named  two  of  his  non 
nees  to  the  board  after  he  agreed  not  to  seek  coei 
Peltz's  contribution  has  been  a  "positive"  in  keel 
Kraft  on  track  to  enhance  shareholder  value,  say 
Charlie  Georgas  of  Jackson  Securities,  who  rate<fe 
Kraft  a  buy.  He  forecasts  earnings  of  $1.97  a  shai 
2008  and  $2.41  in  2009,  vs.  2007's  estimated  $%,  h 
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The  designated 
hitter  for  corporat 
curveballs. 
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;or:  Still 
tched  On 

r  Group  (EME)  stock 
;en  walloped.  It  has 
from  38  in  mid-July  to 
on  Jan. 30  on  con- 
that  the  housing  woes 
jread  to  commercial, 
jusing  construction, 
Dr  market  for  Em - 
global  designer  and 
ier  of  engineering 
ectrical  systems  for 
trial  and  commercial 
ngs. 

;h  predictions  are 
rue  at  all,"  says  Chief 
itive  Frank  Maclnnis, 


who  points  out  that  Emcor's 
yearend  order  backlog  has 
reached  an  all-time  high  of 
$4.5  billion,  a  30%  increase 
from  a  year  ago.  "We're  very 
diversified,"  he  says.  Some 
45%  of  Emcor's  revenues 
comes  from  services  to  hos- 
pitals, airports,  hotels,  oil 
refineries,  and  pharmaceu- 
tical companies,  including 
Bristol-Myers  Squibb,  and  a 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


SLAMMED  BY 
HOUSING  FEARS 

STOCK  PRICE  (DOLLARS) 
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Data:  Bloomberg  Financial  Markets 


further  35%  from  servicing 
various  facilities,  includ- 
ing London's  Heathrow 
Airport,  he  notes.  Emcor's 
business  from  the  energy 
industry  has  been  grow- 
ing, says  Maclnnis.  "So  we 
see  expanding  margins  and 
strong  earnings  in  2008," 
he  adds. 

Richard  Paget  of  invest  - 
ment  firm  Morgan  Joseph, 
who  pegs  the  stock  a  buy. 


with  a  target  of  44,  says  the 
sharp  drop  doesn't  reflect 
Emcor's  fundamentals. 
It  has  yet  to  experience  a 
slowdown,  he  adds.  Alex 
Rygiel  of  investment  bank 
Friedman,  Billings,  Ramsey 
says  Emcor's  robust  backlog 
should  bolster  its  earnings. 
He  sees  profits  bolting  to 
$2.13  a  share  in  2008,  up 
from  2007's  $1.77.  He  rates 
Emcor  "outperform."  ibwi 
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Inside  Wall  Street  is  posted  at 
businessweek.com/investor  at 
5  p.m.  EST,  usually  on  Thursdays. 
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Sometimes  business  throws  you  a  curve,  saies  suddenly  drop 

Transportation  costs  rise.  Two  competitors  merge.  And  very  quickly,  you  need  to  respond  to 
keep  your  company  on  track. 

That's  when  you  need  Cognos.  We  are  the  experts  in  performance  management,  providing 
a  single,  purpose-built  software  platform  with  all  performance  management  capabilities.  So  you 
can  run  "what  if"  scenarios,  accurately  predict  outcomes,  and  course-correct  to  meet  your  goals. 
With  17  years  of  proven  performance  management  experience,  across  86  of  the  Fortune  100, 
we  know  how  to  help  you  succeed.  So  the  next  time  business  throws  you  a  curve,  you'll  be  ready. 

Proceed  with  confidence.™  To  find  out  more,  visit  www.cognos.com/curveball  today. 


Copyright  ©  2007  Cognos  Incorporated.  All  rights  reserved. 
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THE  STATIC 


DO  CHOLESTEROL 
DRUGS  DO 
ANY  GOOD? 


SURROUNDING  STATINS 

Perhaps  not  surprisingly,  "Do  Cho- 
lesterol Drugs  Do  Any  Good?"  (Cover 
Story,  Jan.  28)  touched  a  nerve  with 
readers,  many  of  whom  may  be  tak- 
ing Lipitor  or  other  statins  in  the  hope 
of  staving  off  heart  disease.  While  a 
small  number  of  the  comments  we 
got  (about  7%)  accused  us  of  scar- 
ing people  away  from  meds  they  may 
need,  the  vast  majority  approved  of 

our  tackling  the  issue.  Dozens  recounted  bad  experiences  with  statins  or  talked 
about  alternative  heart-healthy  strategies  involving  diet  and  exercise.  Finally, 
quite  a  few  readers  asked,  in  essence:  "What  should  I  do  now?"  We  don't  have 
that  answer.  It  may  come  in  a  few  years,  as  researchers  find  better  measures 
than  "bad"  cholesterol  for  assessing  the  risk  of  heart  disease.  -John  Carey 


Let  me  get  this  straight:  You 
say  you  shouldn't  worry 
about  your  cholesterol  or 
take  a  statin  drug  until  you 
have  heart  disease?  Sup- 
pose the  first  inkling  that 
you  have  heart  disease 


I  comes  with  a  sudden  and 
fatal  myocardial  infarction. 
Think  of  all  the  money  you 
will  have  saved. 
Robert  Dyson,  M.D. 

PORTLAND,  ORE. 

Does  it  make  sense  that  a 
large  portion  of  the  popu- 
lation, in  the  absence  of 
any  signs  of  heart  disease, 
should  be  put  on  a  hfelong 
course  of  drugs  as  a  statis- 
tical precaution?  This  is  the 
dream  of  the  pharmaceu- 
tical companies,  and  they 
sell  it  through  advertising, 
purchasing  "experts,"  and 
buying  the  complacency  of 
physicians  who  just  go  with 
the  flow. 
Screen  name:  John  Ross 


The  real  danger  of  choles  - 
terol- lowering  drugs  is  the 
side  effects  that  go  undiag- 
nosed. I  quit  statin  drugs  af- 
ter taking  them  for  six  years 
and  complaining  to  my  doc- 
tor about  muscle  and  joint 
pain,  hair  loss,  and  a  severe 
flu-type  feeling.  When  I 
stopped,  all  this  vanished.  I 
am  in  my  mid-  60s  and  feel 
better  than  I  have  in  years 
even  though  my  total  choles  - 
terol  is  high. 
Edward  Larkin  Jr. 

HOCKESSIN,  DEL. 

Heart  disease  is  the  No.  l 
killer  of  women  in  America. 
If  Americans  are  not  going 
to  take  responsibility  for 
their  own  health  through 


diet  and  exercise,  then  a 
are  left  to  rely  on  the  drir! 
companies.  Any  educati 
person  who  has  taken  a  1 
statistics  class  in  college 
knows  that  you  can  spiir 
numbers  to  look  good  Oi' 
bad  depending  on  what' 
you  present.  Looking  at 
whole  picture,  statins  a. 
good  second-best. 
Screen  name:  Brenda 


Your  article  talks  abouti 
"number  needed  to  tret 
(NNT)-thatis,thenuri 
of  people  who  have  to  ti 
statin  before  we  can  saj 
the  medication  prevent 
one  heart  attack.  I  woujl 
suggest  that  if  early  stu 
were  followed  up  for  loi' 
periods  of  time — 10  yea 
or  more —we  would  ha\ 
more  relevant  numbers 
use  in  making  individun 
and  societal  decisions 
treatment. 
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Thomas  Johnston,  M.D. 

LEXINGTON,  KY. 
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believe  you  need  a 
?  Fine,  don't  take 
all  know  how  many 
icans  love  to  diet  and 
se.  You  fail  to  quote 
pie  studies  that  prove 
■lue  of  statins. 
I  name:  KC 

/indicated  in  my 
d  to  continue  with 
ir  after  four  days  of 
nent.  My  muscles  felt 
[lied  to  the  point  of  my 
jing  able  to  get  out  of 

I  name:  John  D 

ly  that  for  patients 
ui  heart  disease,  only 
lO  is  likely  to  benefit 
:aking  statins  for  years, 
if  I  am  that  one  ?  Can 
redict  which  of  us  is 
to  have  problems  ?  I 
there  are  side  effects, 
ey  have  not  bothered 
all.  I  had  one  heart 
:  at  age  55. 1  am  now  69 
ijoying  life. 
1  name:  MYancey 

'tatistics  show  that 
3ry  100  Americans 
■ibed  a  statin  drug,  it 
jcted  that  one  person 

helped  and  that  10 
eople  will  suffer  from 
cant  side  effects, 
ever  happened  to 

do  no  harm"? 

name:  Meryl  G.  Gordon 

there  is  no  way  to 
J  of  anything,  no  one 
t.  After  reading  this 
,  I  feel  very  puzzled. 
name:  Chris 


CORRECTIONS  & 
CLARIFICATIONS 

An  item  in  "The  Business 
Week"  (News,  Feb.  4)  mistak- 
enly stated  that  Juno  received 
seven  Academy  Aw/ard  nomi- 
nations. It  received  four. 


AUTOS 


WAKE  UP 

AND  BUY  AMERICAN 

"Detroit  Is  Still  Behind" 
(Numbers,  Jan.  28)  is  a 
misleading  headline  that 
contributes  to  the  idea  that 
American  cars  are  inferior. 

The  Ward's  Automotive 
reliability  reports  show  that 
three  of  the  five  most  reli- 
able automobile  models  are 
American. 

While  the  Lexus  brand  is 
listed  among  the  five  most 
reliable,  the  Toyota  brand 
isn't.  To  return  Detroit  to 
profitability,  Americans 
need  to  wake  up  and  start 
buying  good  American  cars 
again. 
Norris  Goff 

MARSHALL.  VA. 

THE  U.S.  ECONOMY 

WE  NEED  A  MATCH.COM 
FOR  INNOVATORS 

"A  Better  Way  to  Track  the 
Economy"  (News,  Jan.  28) 
talks  about  new  ways  of 
measuring  innovation.  But 
what  about  the  govern- 
ment and  the  private  sector 
sharing  information  so  that 
researchers  can  exchange 
ideas?  We  need  an  innova- 
tion dating  service. 
Robert  Stemper 

SUNNYSIOE,  N.Y 


I'd  rather  see  a  figure  that 
reports  on  how  efficient  we 
are  at  reducing  pollution  per 
capita  or  per  unit  of  output. 
That  would  capture  how 
much  innovation  there  is. 
Screen  name:  Daniel 

BIG  OIL 

BP'S  ENVIRONMENTAL 
EFFORTS 

Contrary  to  "The  Dirty 
Dilemma  of  Canadian 
Crude"  (What's  Next,  Jan. 
21),  BP  continues  to  move 
forward  with  the  design  of 
the  Whiting  (Ind.)  Refinery, 
near  Lake  Michigan.  Our 
safety  and  environmental 
policy— no  harm  to  people 
and  no  harm  to  the  environ- 
ment—is guiding  our  plan 
for  modernizing  this  impor- 
tant project  to  produce  more 
gasoline  while  protecting 
the  environment. 

In  late  August,  BP  com- 
mitted to  holding  the 
ammonia  and  total  sus  - 
pended- solids  discharge 
in  our  treated  water  to  our 
previous  permit  levels. 
We  also  plan  to  install  new 
water -treatment  equipment 
to  reduce  emissions.  The 
work  has  the  potential  to 
minimize  trace  amounts  of 
metals  in  our  treated  water. 

This  is  part  of  the  $1.4 
billion  in  environmen- 


tal improvements  we  are 
planning.  We  remain  ex- 
cited about  the  future  of  the 
Whiting  Refinery. 

Dan  Sajkowski 
Vice-President,  BP  Products 
North  America 

NAPERVILLE,  ILL 


Environmental  zealots  like 
the  National  Resources 
Defense  Council  are  prob- 
ably more  responsible  for 
high  gas  prices  than  any 
other  single  cause.  Their 
obstructionism  prevents 
our  exploiting  our  own 
resources,  limits  supply, 
drives  up  prices,  and  forces 
us  to  send  billions  to  fund 
dictatorships  and  terrorist - 
sponsoring  states  abroad  to 
meet  our  oil  needs. 
Eric  Dalton 

LITTLE  ROCK 

SPIRITUAL  CHINA 

SEEKING  A 

DEEPER  ANALYSIS 

"China's  Spiritual  Awaken- 
ing" (What's  Next,  Jan.  21) 
presents  Buddhism  in  China 
as  though  it  is  a  New  Age 
fad.  We  need  a  sophisticated 
introduction  to  Chinese 
Buddhism  to  help  us  under- 
stand the  cultural  workings 
of  China's  economy. 
Thomas  Sipe 

GROSSE  POINTE  WOODS,  MICH. 


Environmental  zealots...are  probably  more 
responsible  for  high  gas  prices  than  any 
other  single  cause,  eric  dalton 
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Just  Don't  Call  It  'Chindia' 


As  foreign  executives  have  discovered,  there  are  very  different  formulas  for  success  in  India  and  China 


The  concurrent  economic  booms  in  India  and  China  have  led  to  a 
plethora  of  books  on  the  two  countries.  With  good  reason:  They  are 
destined  to  reshape  the  global  economy  for  years  to  come,  and  few 
companies  can  remain  competitive  without  a  presence  in  both.  Yet 
foreign  executives  also  have  found  that  the  formula  for  succeeding  in 


one  country  doesn't  apply  to  the  other. 

The  latest  book  to  enter  the  fray, 
Billions  of  Entrepreneurs:  How  China 
and  India  are  Reshaping  Their  Futures 
and  Yours,  by  Harvard  Business  School 
professor  Tarun  Khanna,  casts  light  on 
why  business  is  so  different  in  the  two 
places.  Readers  could  have  been  spared 
many  of  Khanna's  case  study  notes  and 
personal  travel  details.  But  he  makes  a 
strong  argument  that  unique  histori- 
cal and  social  factors  will  continue  to 
shape  the  nations'  entrepreneurial  eco- 
systems. And  he  shows  how  companies 
such  as  GE  Medical  Systems,  Microsoft, 
Metro  Cash  &  Carry,  and  Unilever  have 
overcome  obstacles  by  adapting  their 
business  models  accordingly. 

Khanna  sets  out  to  demystify  many 
of  the  questions  that  confound  foreign- 
ers: Why  is  China  so  much  more  open 
to  multinationals  than  India  yet  vastly 
less  hospitable  to  its  own  private  entre- 
preneurs? Why  do  Indian  companies 
have  a  far  deeper  pool  of  world-class 
managerial  talent  than  China?  Why 
does  the  state  pervade  Chinese  busi- 
ness even  in  the  smallest  towns,  while 
the  key  economic  catalysts  in  Indian 
villages  tend  to  be  grassroots  self-help 
groups?  And  why  can  Beijing  ram 
through  sweeping  free -market  reforms 
while  New  Delhi  is  unable  to  do  so? 

To  understand  China's  corporate 
scene,  Khanna  explains,  one  can't  un- 


When  it  comes  to  market  reforms,  state 
ihterventipn,  and  managerial  talent  pools,  the 
two  nltlbniar^  worlds  apart 


derestimate  the  lasting  damage  from 
Mao  Zedong's  Great  Leap  Forward  of 
the  1950s  and  the  decade-long  Cultur- 
al Revolution  (1966-76),  which  wiped 
out  several  generations  of  managers. 
When  Deng  Xiaoping 
ushered  in  reforms  after 
Mao's  death,  China  had 
to  rebuild  its  corporate 
sector  from  scratch.  Deng 
provided  incentives  to 
lure  investment  by  multi- 
nationals and  by  the  eth- 
nic Chinese  in  Hong  Kong 
and  Southeast  Asia.  And 
he  greenlighted  hordes  of 
Communist  Party  cadres 
to  go  into  business. 

China  still  lavishes 
favors  on  foreign  inves  - 
tors,  especially  those  bringing  high 
technology.  But  there  is  almost  no  way 
to  sidestep  the  state.  To  succeed,  most 
multinationals  play  ball  by  cultivating 
top  leaders  and  spending  lavishly  on 
programs  to  help  China  develop  high- 
priority  industries  such  as  software  and 
life  sciences.  Government  bodies  and 
officials  have  key  stakes  in  virtually  all 
important  Chinese  corporations.  Even 
among  the  many  small  and  midsize 
enterprises  that  superficially  resemble 
private  outfits,  "the  Party  apparatus  is 
never  far  behind."  To  raise  funds  from 
banks  or  equity  markets,  entrepreneurs 
often  join  the 
Party  and  dole 
out  stakes  to  local 
governments  and 
officials. 

India  also 
had  its  period  of 


socialist  excess,  stretching  for  dec 
after  independence.  But  entreprer 
persevered,  "when  necessary  duel 
ing  and  weaving  away  from  the  stj 
predation."  They  made  do  with  lin 
capital,  and  often  focused  on  offsh 
customers.  Moreover,  most  multii 
tionals  did  not  abandon  India,  eve 
during  periods  of  stifling  state  cor 
and  the  antiforeign  campaigns  th£ 
ousted  Coca-Cola  and  IBM  in  the 
That  partly  explains  India's  wealtl 
managerial  talent. 

Which  system  is  b 
ter?  India -born  Klia 
insists  that  he  is  neu. 
While  he  disdains  Ci 
rule  by  fiat,  he  envie^ 
Middle  Kingdom's  a 
to  implement  reform 
methodically  based  i 
"overarching  frame\' 
India's  technocrats, 
contrast,  are  hobble; 
a  "farcical"  Parliam<i 
in  which  one -fourth 
legislators 
criminal  re  t 
andmeaniii 
ful  debate  ( 
reform  is  h: 
by  "catcall;. 
sit-outs,si 
andwalkoi 
Still,  in  his 
studies,  Khanna  shows  more  resp 
for  the  Indian  businesses  that  pul 
themselves  up  by  their  bootstraps 
for  their  state -coddled  Chinese  ci 
terparts.  Even  with  the  generous  ] 
they  get  in  China,  multinationals, 
gests  Khanna,  perform  better  in  Ii 
Despite  their  quirks,  though,  C 
and  India  both  are  destined  to  be  | 
heavyweights.  And  CEOs  shouldi 
sume  the  idiosyncrasies  will  disaj 
anytime  soon.  The  message  of  Bil 
of  Entrepreneurs  is  that  it  is  the  W 
erners  who  will  be  forced  to  adapl 


Billions  of 
Entrepreneurs:  How 
China  and  India  Are 
Reshaping  Their 
Futures  and  Yours  by 
Tarun  Khanna;  Harvard 
Business  School; 
351  pp;  $29.95 
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SunGard.  Setting  new  standards  for 
Information  Availability  by  delivering 
a  range  of  solutions  that  meet  your 
specific  availability  objectives.  Flexible 
enterprise  wide  solutions  from  IT 
management  to  AdvancedRecoveryr 
2,500  experts.  Three  decades  of 
experience.  100%  successful  recovery 
track  record. 

To  see  how  SunGard  can  help  improve 
your  IT  availability,  stop 
by  www.availability.sungard.com/IA 
or  call  1-800-871-5857  today. 


SUNGARD'  SIlLT^. 

Avaii^iiity  Services     Connected." 

680  East  Swedesford  Road,  Wayne  PA  19087 
1-800-871-5857  |  www.availability.sungard.com/IA 


;ee  the  top  seven  roadblocks  companies  face  in  achieving  information  availability 

AND  find  out  how  TO  AVOID  THEM  VISIT  VyWW.AVAILABILITY.SUNGARD.COM/IA. 
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Effects  of  stress  reversed 


by  amazing  new  medical  device. 


Now  you 
can  enjoy  the 
pleasures  of 
stress-free 
living  and  feel 
younger  in  just 
1 5  minutes  a  day. 
It's  surprisingly 
easy  with  the 

rkable  new  medical  device  called 

tressEraser. 

is  medical  breakthrough  actually 
ses  ergotropic  tunings,  the  harmiul 
:ss  that  causes  your  nerves  to 
nd  faster  and  more  strongly  to 
;  making  you  feel  it  more  easily, 
quickly,  more  intensely. 

Medical  Discovery 

eads  to  Breakthrough  in 

Reducing  Stress. 

idical  researchers  now  know  that  the 

fill  effects  of 

'vpic  tuning 

tricately 

xted  to 

ological 

■anisms  of 

ling.  More 

rtantly,  they  learned 

ou  can  actually 

ite  the  stress- 

cing  activity  of  this 

n  by  regulating  this 

bodily  function. 

do  this,  Helicor, 
as  developed  the 
ng  StressEraser  that 
ires  the  effects  of 
ling  and  guides  the 
i)  control  this  basic 
peal  activity. 


Compact  and  easy  to  use  - 
taices  just  15  minutes  a  day. 

The  StressEraser  is  designed  to  fit 
in  the  palm  of  your  hand  and  is  simple 
to  operate.  All  it  takes  is  a  relaxing  1 5 
minutes  right  before  bed  each  night  to 
adjust  your  breathing;  then  set  it  aside. 


BEFORE:  StressEraser  indicators  show 
the  presence  of  physical  and  emotional 
stress  and/or  strained  breathing. 


Your  system  will  continue  to  reverse 
the  effects  of  the  stress  you've  built  up  all 
day  -  while  you  sleep! 

Erase  stress  while  you 

sleep  and  feel  good  again 

in  30  Days.* 

Within  two  weeks  you  will  begin  to 
feel  a  difference  all  day  long.  And  within 
a  month,  you  will  feel  like 
you  did  when  you  were 
young,  before  the  stresses 
caused  by  ergotropic  tuning, 
became  part  of  your  life. 


AFTER  15  MINUTES:  Harmful  stress 
levels  significantty  reduced  after  using 
StressEraser  cues  to  synchronize  your 
breathing. 


The  StressEraser 
Guarantee: 

Try  the  StressEraser 
before  bed  FREE  for 
30  nights  and  Helicor 
J  guarantees  you  will  feel 
good  again  or  simply  return 
it.  No  questions  asked. 


"The  StressEraser  is  a  ground- 
breaking achievement  in  the  area 
of  stress  reduction  and  biofeedback." 

Robert  Reiner,  Ph.D. 

Exec.  Director,  Behaviorai  Associates 

Faculty,  Dept.  of  Psychiatry,  NYU  Medical  Center 


"I  tried  it...  a  pretty  remarkable  tool." 
jIfcMSIMBC 


"Now  you  don't  have  to  use  a  $3000 
machine  at  your  doctor's." 

Forbes 

"You  feel  so  relaxed  yet  focused." 


"9  out  of  10" 

qqiqeee 


"...my  forehead,  neck  and 
shouklers  felt  more  relaxed" 

2[t)etDasl|in9ton|tot 


CALL  NOW  FOR  YOUR 
30  DAY  FREE  TIBIAL* 

866-578-0878 
www.stresseraser.com 


*  If  not  completely  satisfied,  customer 
pays  only  for  shipping  and  handling. 

Free  Trial  of  the  StressEraser  is 
available  only  on  telephone  orders. 


STRESSERASER 

I  Copyright  02008  Helicor,  Inc.  Helicor,  StressEraser,  and  the  StressEraser  logo  are  trademarks  of  Helicor  StressEraser  Breathwave  is  a  registered  trademark  of  Helicor  All  rights  resen/ed, 

LAD-00130-RevA 
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For  Ad  Rates  and  Information  Phone:  (312)  464-0500  •  Email:  MMiller@classifiedinc.com 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 
Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 


ENERGY  EFFICIENCY  BUSINESS 


Start  your  own  business  as  an 
Energy  Management  Consultant 

UK  manufacturer  with  a  range  of  cutting- 
edge  technologies  proven  to  significantly 
reduce  energy  consumption  in  commerce 
and  industry  seeks  overseas  distributors 

't44  (0)1872  223000  or  www.somars.com 


Office  Furniture/Products 


Absolutely  No  Hidden  Costs  or  Fees  &  No  MInimums 

Extensive  Opline  Catalog 

"^  ks.  Chairs,  Files.  Tables  &  Bookcases 


Inciudifit}  L>3!: 


PLANET 

/P\     OFFICE  FU  RN  ITU  RE 

www.PlanetOfficeFurniture.com  | 

^1-866-380-4978 
,  Authorized  Online  Dealer  for 
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For  Special  Discounts  and  Incentives     i"^ 
Visit  www.USMarkerboard.com/BW 

~  Call  Toll  Free  1-800-791-2946  ~ 


Business  Services 


How  DOES  YOUR 

WEBSITE  LOOK 

FROM  A  CELLPHONE? 

Visit 

www.MobiWeb.mobi 
or  call  602-820-1300 


CHINA  RECRUITf 


CEO,  GM,  Operations  Dir.,  (' 
Mgr,  etc..  All  industries,  20  yrs  > 
12  yrs  in  recruiting  for  multir 
Aust.  passport  holder,  Chines' 
able  to  find  you  the  right,  higc 
candidates  with  integrity.  GoO"i 
skills.  Reasonable  fees: 


TUESDAY,  FEBRUARY  1 2,  2008  •  2PN|^ 

OCEAN  FRONT  -  Key  Largo,  I 

Live  the  good  life  in  a  magnificent  Oceanrront  i 
in  the  heart  of  Key  Largo.  Located  in  the  cov 
resort  and  marina  community  of  Mariner's  Club,  t 
seven  spacious  condominiums  present  a  level  of  lui 
and  style  unsurpassed  in  the  Florida  Keys. 

•  Ocean  Views  in  All  Units  ^^^^^  ^ 

•  Extremely  Large  Terraces 

•  2,  3,  &  4  Bedroom  Units 

•  Community  Marina,  Dive 
Shop,  Pier,  &  More! 


Grand  estai 

AUCTION  COMPAI 

call  for  a  FREE  color  bro 

1.800.552.81 


For  Ad  Rates  and  Information  Phone:  (312)  464-0500  •  Email:  MMiller@classifiedinc.com 


Don't  Run  Out  of  Money 
•^  During  Retirement 


\',4. 


Get  Your  FREE  "Must-Read"  Report 

"The  15-Minute  Retirement  Plan:  How  to  Avoid  Running  out  of 
Money  When  You  Need  It  Most,"  published  by  Ken  Fisher,  CEO  and 
Chief  Investment  Officer  of  Fisher  Investments,  can  help  you  determine: 

•  How  much  money  you  need  to  retire 

•  How  much  money  you  can  afford  to  withdraw 

•  What  your  time  horizon  is 

•  How  much  you  can  leave  to  your  heirs 

Knowing  these  things  can  help  your  retirement  be  free  from  many 
financial  worries. 

Benefit  from  the  FREE  Report 

Use  our  powerful  research  and  benefit  from  our  intellectual  capital. 
It  is  the  best  way  to  introduce  you  to  the  quality  of  information 
and  analysis  that  guides  our  investment  decisions.  You  wont  get 
these  insights  from  anyone  else. . .  but  they  are  yours  free  from 
Fisher  Investments. 

About  Rsher  Investments 

Fisher  Investments  manages  over  $45  billion  in  assets  for  higji  net 
worth  individuals  and  instimtional  investors.*  With  headquarters  in 
Woodside,  California,  Fisher  Investments  has  been  a  pioneer  in  the 
ndustry  with  groundbreaking  research  and  innovative  capital  markets 
:echnology.  For  over  two  decades  and  throu^  bull  and  bear  markets,  Fisher 
nvestments  has  applied  a  dynamic  and  individualized  approach  to 
xjrtfolio  management  for  investors  with  portfolios  greater  than  $500,000. 


It  is  my  goal  to  help  put  you  on  track 
for  a  retirement  where  you  don't  have 
to  wony  about  money.  Please  respond 
quickly  to  this  special  offer  as  it  contains 
time-sensitive  information  that  you 
can  put  to  immediate  use. 

Ken  Fisher 

-  Chairman  and  CEO,  Fisher  Investments 

-  Forbes  "Portfolio  Strate^"  Columnist 
for  23  years 

-  Author  of  the  2007  New  York  Times  Best 
Seller  The  Only  Three  Questions  That  Count 


Hurry  as  this  offer  contains  time-sensitive  information. 

Call  Today  for  Your  FREE  Report! 

1-800-695-5929e»  75.8 

Fisher  Investments'" 

INVEST  ASSURED 


'2008  Fisher  Investments.  13100  Skyline  Blvd.  Woodside,  CA  94062-4547. 
nvestments  in  securities  involve  the  risk  of  loss.  *As  of  9/30/2007. 
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Give  Till  It  Doesn't  Hurt 

This  bonus  season,  avoid  two  common  mistakes:  being  a  skinflint  or  a  sprinkler 


Bonus  time  just  came  and  went,  and 

once  again  I  got  less  than  I  expected, 

especially  considering  my  performance 

review.  Do  I  say  something  to  my  boss 

or  just  accept  the  fact  that  companies 

try  to  pay  workers  as  little  as  possible  ? 

Anonymous 
VALPARAISO,  CALIF. 

If  there  is  one  topic  that  imites  em- 
ployees, it's  compensation.  Almost  no 
one  feels  adequately  paid.  Interestingly, 
compensation  also  xmites  employers. 
The  vast  majority  will  tell  you  they  pay 
their  people  fairly,  if  not  better  than 
fairly.  And  into  the  gulf  between  those 
points  of  view  faU  legions  of  people  who 
feel  like  you:  confused,  frustrated,  even 
cynical.  Indeed,  there's  nothing  like 
compensation  to  drive  a  wedge  between 
employees  and  management.  Which  is  a 
shame,  to  put  it  mildly.  You  simply  can't 
be  a  great  leader  and  get  great  results 
in  today's  marketplace  without  paying 
people  the  right  way— with  no  BS  and 
tons  of  differentiation. 

That  doesn't  sound  like  it's  happen- 
ing at  your  company.  Why  exactly,  we 
can't  tell  from  your  e-mail.  But  we  do 
know  that  when  people  feel  underpaid, 
it's  usually  because  their  bosses  deal 
with  compensation  all  wrong.  That  is, 
they're  either  skinflints  or  sprinklers. 

Skinflints  first.  These  types  scruti- 
nize expense  reports  with  Scrooge -like 
vigilance,  looking  for  the  errant  um- 
brella charged  to  the  company,  or,  God 
forbid,  the  meal  receipt  with  a  dessert. 
Worse,  when  it  comes  to  giving  out 
raises  and  bonuses,  skinflints  practi- 
caUy  writhe  in  pain.  Many  are  expert  in 
delivering  the  "It's  been  a  rough  year" 


If  rewarding  your  stars  with  bigger-than- 
ever-before  checks  does  not  come  naturally 
to  you... practice,  practice,  practice 


speech  even  in  good  times.  Unfortu- 
nately, these  jerks  are  everywhere,  and 
we  can  only  guess  what  makes  them 
tick.  But  from  our  experience,  most 
seem  to  have  a  constitutional  paranoia 
about  being  taken.  Whatever;  their 
psychosis  is  deadly  for  motivation, 
creativity,  productivity,  and  just  about 
everything  good  in  an  organization. 

Sprinklers  aren't  necessarily  cheap, 
they  just  give  everybody  on  their  teams 
similar  raises  or 
bonuses,  regardless  of 
performance.  Many 
sprinklers  say  their 
approach  is  fair  and 
promotes  teamwork. 
Some  even  use  that 
argument  to  defend 
across-the-board  pay 
cuts  dujing  slow- 
downs. With  few  ex- 
ceptions, such  "shared 
sacrifice"  is  evidence 
of  a  manager  too  weak 
to  make  the  hard  calls. 
No  wonder  top  per- 
formers invariably  head  for  the  door. 
Other  sprinklers  aren't  about  fair- 
ness as  much  as  phoniness.  They 
distribute  equal  chunks  of  change —be 
it  from  a  $2  milhon,  $200,000,  or 
$20,000  bonus  or  salary  pool— because 
they  can't  bring  themselves  to  teU  peo- 
ple where  they  really  stand,  particularly 
underperformers.  It's  just  so  much 
easier  (and  some  sprinklers  will  teU  you 
it's  "kinder,"  too)  to  just  let  everyone 
think  they're  doing  O.K.  Again,  this  is 
merely  weak  management  and  inevita- 
bly sends  good  people  packing. 

So  how  does  a  boss  get  compensation 
right?  It's  actually 
easy  and  stems 
from  where  we 
started  with  this 
column.  Step  1: 
Stop  the  BS.  Con- 
duct performance 


appraisals  that  let  employees  knov 
actly  where  they  stand.  Step  2:  Pay 
cordingly.  That  means  if  someone 
dehvering,  don't  give  him  a  mini-l 
just  to  keep  his  nose  in  joint .  Pay  hi 
nothing  extra.  If  someone  is  perfoi 
ing  so-so,  make  him  feel  it  with  a  s 
sized  check,  and  not  a  buck  more. 
But  most  important,  make  your 
compensation  system  mean  some) 
by  rewarding  your  stars  as  much  a; 
can.  Use  money- 
money— to  make 
resoimding  statei 
about  the "payban 
that  comes  with  5 
perior  results.  Gi^ 
your  top  employe 
bigger  -  than  -  evei 
before  checks  ma 
not  come  natural 
at  first,  especiall} 
alongside  giving  ( 
employees  smaUt 
than-usualones. 
the  discomfort.  P' 
being  a  truly  effei 
leader  is  embracing  a  spirit  of  gemi 
ity.  Indeed,  the  act  of  making  yoiui^ 
people  feel  richer  than  they  ever  ir 
ined  should  thrill  you  as  much  as  i 
them.  If  not,  keep  giving  vmtil  it  d( 
Look,  money  talks.  Of  course, 
a  manager,  you  have  to  create  a  wi 
environment  that  is  exciting  and 
lenging.  But  never  imderestimate 
power  of  cash  to  dehver  results.  \ 
you  pay  your  people  the  right  waw 
don^'t  just  get  your  stars  to  stay.  Y' 
build  a  team  that  trusts  you  and  v 
to  win  for  you.  They  know  you  pun 
money  where  your  mouth  is.  1  BWi 
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Jack  and  Suzy  Welch  await  your  questions'' 
E-mail  them  at  thewelchway@business- 
week.com.  For  their  VIDEO  PODCAST,  gO' 
buslnessweek.com/sea  rch/podcasting.h' 
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[Taking  a  few  minutes  now 

^o  roll  over  your  retirement  funds 

ban  pay  off  for  years  to  come. 

^vers  made  simple  I  With  Vanguard's  history  of  low-cost,  disciplined  investing,  just  a  few 
les  now  can  pay  off  for  years  to  come.  One  phone  call  starts  the  process.  We  do  the 
[work  — all  you  have  to  do  is  sign.  And  there's  never  been  a  better  time.  Roll  over  by  April  30th 
at  special  savings.  For  more  information,  go  to  vanguard.com/time  to  get  your  retirement 
jnts  working  together  and  working  smarter. 


Connect  with  us®  >  vanguard.com/time  >  800-376-9163 


Vanguard' 


'^  us,  Vanguard,  and  the  ship  logo  are  trademarks  of  The  Vanguard  Group,  Inc.  All  other  marks  are  the  exclusive  property  of  their  respective  owners. 
^'  inguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation.  Distributor 
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According  to  Forrester  Research,  more  than  half  the  enterprise 
companies  in  North  America  and  Europe  rely  on  Dell 
for  notebook  and  desktop  computers. 
Who  do  you  rely  on? 

-How  Enterprise  Buyers  Rate  Their  PC  Suppliers  And  Wfiat  It 
Means  For  Future  Purchases,  Forrester,  November  2007. 


GET  YOUR  FREE  COPY  OF  FORRESTER'S  REPORT  AT 

DELL.COM/Numberone 


Actual  Forrester  quote:  "Dell  is  clearly  the  No.  1  enterprise  desktop  and  laptop  supplier."  Survey  question:  "From  which  vendor 
did  you  purchase  desktops  in  the  last  12  months?"  Base:  565  PC  decision-makers  at  North  American  and  European  Enterprises. 
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The  party  was  paid  for  wii 
credit  cards.  The  hangover 
iwill  be  a  whopper  033 


MICROSOFT  &  YAHOO: 
WILL  THEY  CLICK?  026 


SECURING  THE  BORDER 

A  view  from  the 

"virtual  fence"  044  ^ 
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Thinnovation. 


The  world's  thinnest  notebook.  With  a  gorgeous  13.3-inch  widescreen  display  and  J 


&200a  Apple  Inc.  All  righn  reserved  hSOO-MY -APPLE  or  <fmw.opple.corn.  MacBook  Air  is  a  TM  of  Apple,  Inc. 


ed  keyboard,  all  in  a  feather-light  aluminum  design.      #  MacBOOk  Alf 
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Ease  of  use.  No  software  to  buy,  no  hardware  to  maintain, 
no  hidden  costs...  just  business  applications  that  really  work. 
See  for  yourself  why  over  1,000,000  users  have  turned  to  the 
software-as-a-service  leader  WWW.salesforce.COlll 
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:DIT  ON  THE  EDGE 

mantra  "never  underestimate  the 
ding  of  the  American  consumer"  may  no 
3r  apply.  The  subprime  debacle  has  the 
eymen  in  retreat,  and  credit  lines  are 
g  cut  for  strapped  consumers,  ibwi 
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THE  PRIMARIES:  IT  ISN'T  OVER 

For  Senator  John  McCain,  it  truly  was  a  Super  Tuesday. 
The  Arizona  Republican  scored  decisive  wins  in 
Feb.  5  primary  voting  that  spanned  the  nation.  Now 
the  maverick  becomes  the  front-runner,  and  former 
Massachusetts  Governor  Mitt  Romney  will  have 
a  tougher  time  building  momentum.  By  Feb.  6  the 
delegate  count,  as  tallied  by  the  Associated  Press,  had 
McCain  with  703,  Romney  269,  and  former  Arkansas 
Governor  Mike  Huckabee  190.  On  the  Democratic 
side,  the  contest  became  even  more  muddled  as  both 
Senators  Hillary  Clinton  and  Barack  Obama  won  in 
key  states.  The  AP  count  put  Clinton  ahead,  1,000  to 
902,  largely  on  the  strength  of  "super  delegates,"  or 
party  officials  who  are  not  bound  by  any  primary  votes. 

□  "Is  John  McCain  Good  for  Business?"  buslnessweek.com/magazlne 


BALLMER'S  BIG  BET 

Microsoft  is  pushing  more  chips 
into  the  Internet  pot— a  whole 
lot  more  chips.  Having  spent  bil- 
lions trying  to  build  a  Web  busi- 
ness to  catch  up  to  rival  Google, 
the  software  king  admitted  that 
it's  not  getting  the  job  done  by 
making  an  unsolicited  $44.6 
billion  bid  on  Feb.  1  for  Yahoo! 
The  Web  pioneer  has  rebuffed 
advances  in  the  past,  but  Micro- 
soft CEO  Steven  Ballmer  figures 
a  62%  premium  may  sway 
shareholders.  If  it  does,  his  work 
will  be  just  beginning.  Microsoft 
will  need  to  win  over  regulators 
and  meld  operations  while  trying 
not  to  alienate  crucial  Yahoo 
employees,  all  while  trying  to 
eke  out  $1  billion  in  efficiencies. 
I BW  i PAGE  026  "Will  Yahoo!  Feel  the 
Love?" 


BUSH'S  LAST  BUDGET 

There  will  be  a  new  President 
in  office  in  2009,  but  whoever  it 


is  will  have  to  deal  with  the  fallout 
from  the  budget  war  starting  now. 
President  George  W.  Bush  on  Feb. 
4  unveiled  a  $3.1  trillion  budget 
for  2009,  which  would  raise  the 
federal  deficit  to  a  near-record 
$407  billion.  (It  also  projects 
$410  billion  for  2008.)  Although 
the  budget  is  usually  the  starting 
point  for  negotiations  between  the 
White  House  and  Congress,  this 


UNBALANCED 
BUDGET 


U.S.  DEFICIT  AS 
PERCENT  OF  GDP 


04      05     06      07     08     09     10      11 
- —  FORECAST  - 


Data:  Office  of  the  President 


year's  document  may  matter  less 
than  most,  given  Bush's  lame-duck 
status  and  Democrats'  unwilling- 
ness to  give  him  victories  in  an 
election  year. 


MORE  RECESSION  FEARS 

Et  tu,  services?  On  Feb.  5  the 
Institute  for  Supply  Management 

said  its  services  index  sank  to 
41 .9  in  January,  the  lowest  level 
in  nearly  five  years,  from  54.4  in 
December.  Anything  under  50 
means  activity  is  contracting.  That 
was  enough  to  make  the  "R"  word 
loom  even  larger,  and  investors 
pounded  the  Dow  down  370 
points,  about  3%. 


CSI:  WALL  STREET 

Those  suits  you  see  prowling  New 
York's  financial  catiyons  these 
days  may  be  G-men,  not  bankers. 
Investigators  are  probing  Soclete 
Generate  in  connection  with  stock 
sales  by  a  U.S.  board  member 
that  preceded  the  French  bank's 
announcement  of  a  $7.1  billion 
trading  loss  and  a  big  subprime 
writedown.  And  the  FBI  says  it  is 
pursuing  criminal  inquiries  of  1 4 
companies  in  connection  with  the 
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gage  crisis.  Prosecutors 
;nown  to  be  looking  at 
:her  UBS  misled  investors 
it  the  value  of  mortgage 
Js,  and  the  SEC  is  looking 
Dossible  mispricing  of 
gage  securities  by  UBS 
Merrill  Lynch. 


•FIGHT  FOR  RIO  TINTO 

O.K.,  will  $147  billion 
That's  the  price  offered  by 
ig  giant  BHP  Billiton  on 
16  for  rival  Rio  Tinto,  w/hich 
'sniffed  at  BHP's  original 
iand  quickly  rejected  this 
iThe  1 3%  boost  came 

after  Chinese  aluminum 
ir  Chlnaico  and  Alcoa  paid 
billion  for  a  1  2%  stake 
i).  Now,  BHP  hopes  to 
Ijade  50%  of  Rio's  share- 

Ijrs  and  get  regulatory 
ance  from  Australia  and 
,  u. 

•IP's  Higher  Bid  Doesn't  Sway 
'  ito" 
i5ssweek.com/magazine 


IMPIREATRISK 

I)ns  across  the  country 
Jatching  anxiously  as  a 


New  York  skyscraper  empire 
is  buffeted  by  high  winds.  Last 
February,  Macklowe  Properties 
paid  $50  million  of  the 
$7.1  billion  price  tag  to  buy 
seven  New  York  office  build- 
ings, borrowing  the  rest  from 
Deutsche  Bank  and  Fortress 
Investment  Group.  Now  those 
loans  are  coming  due,  and  the 
father-son  team  of  Harry  and 
William  Macklovt/e,  unable  to 
refinance,  is  scrambling  for 
cash  to  stave  off  creditors.  The 
Macklowes  have  put  the  GM 
Building,  their  prize  holding,  on 
the  block. 


THE  CREDIT  CHASE 

Mortgages  aren't  the  only  form 
of  loans  keeping  consum- 
ers up  at  night.  Now  it's  time 
for  the  credit-card  squeeze. 
With  delinquencies  rising  and 
Wall  Street  less  likely  to  buy 
pools  of  nsky  loans,  banks  are 
tightening  up:  raising  rates,  re- 
ducing loan  limits,  and  cutting 
back  on  new  card  solicitations. 
All  this  means  that  consumers 
are  having  to  seek  out  alterna- 
tive forms  of  credit. 
I BW I  PAGE  033  "Sinking  Credit" 
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Sprint  J>a/ieac/ 

With  all  your  extra 
time,  take  a  lunch. 

Half  of  U.S.  workers  skip  lunch  because 
of  on-the-job  demands.  Work  smarter 
with  e-mail,  contacts,  calendars  and 
Web  access,  all  on  the  nation's  largest 
mobile  broadband  network. 


., 


BlackBerry'  Pearl'SiSO 
smartphone 


1-800-SPRINT-1 
sprint.com/smartphones       '■:■  BlackBerry 


Largest  claim  based  on  total  network  size  (sq.  miles).  Coverage  not  available  everywhere. 
See  sprlnt.com/coverage  for  details.  Sprint  Mobile  Broadband  Network  reaches  over  230 
million  people  (inclusive  of  data  roaming)  Not  available  in  all  markets/retail  locations. 
Call  for  details.  Research  In  Motion,  the  RIM  logo,  BlackBerry,  the  BlackBerry  logo  and 
SureType  are  registered  with  the  U.S.  Patent  and  Trademark  Office  and  may  be  pending 
or  registered  in  other  countries— these  and  other  marks  of  Reseaxh  In  Motion  Limited 
are  used  under  license  'O2008  Sprint 
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HANGING  UP  THE  PHONE? 

Motorola  invented  the  business  in 
the  early  '80s,  cleaned  up  with  the 
Razr— and  now  may  get  out.  The 
company  said  on  Jan.  31  that  it's 
mulling  alternatives  to  its  struc- 
ture, including  the  sale  or  spin-off 
of  its  cell-phone  unit,  which  has 
been  losing  money  and  zapping 
the  stock.  A  breakup  would  be  a 
concession  to  fed-up  investors 
including  Carl  Icahn. 
□  "Motorola:  The  End  of  an  Error" 
businessweek.com/magazine 


TOYOTA  SEES  TROUBLE 

No  one  could  complain  about 
numbers  like  these:  For  the  three 
months  through  Dec.  31 ,  Toyota 
rang  up  operating  profits  of 
$5.6  billion,  a  record  for  the 
quarter.  Sales  rose  9.2%,  to 
$62.7  billion.  Net  earnings  jumped 
7.5%,  to  $4.3  billion.  But  even  the 


well-tooled  Toyota  machine  isn't 
immune  to  slowing  sales  in  mature 
auto  markets  and  a  stronger  yen. 
While  the  carmaker  maintained 
its  full-year  forecasts,  it  expects 
earnings  to  shrink  during  the  cur- 
rent quarter. 

□  "Recession  Worries  Weigh  on  Toyota" 
buslnessweek.com/magazine 


EXXON'S  GUSHER 

Exxon  Mobil  sure  likes  breaking 
records.  On  Feb.  1  it  once  again 
reported  the  highest  quarterly  and 
annual  profits  ever  for  a  U.S.  com- 
pany. Fourth-quarter  income  rose 
1 4%,  to  $1 1 .66  billion,  and  for  the 
full  year  Exxon  sucked  in  a  stag- 
gering $40.61  billion,  beating  its 
2006  record  of  $39.5  billion.  The 
gilded  year  resulted  in  part  from 
crude  prices  gushing  up  nearly 
60%.  But  as  signs  of  a  recession 
multiply,  analysts  are  watching  to 
see  if  prices  will  deflate  and  end 
the  profit  party. 


PEACE  IN  HOLLYWOOD? 

The  three-month-long  writers 
strike  crept  toward  a  denouement 
when  the  Writers  Guild  of  America 
said  it  would  brief  members  on 
Feb.  10  on  a  potential  new  con- 


tract with  studios  that  is  expected 
to  hike  residuals  for  downloaded 
TV  shows  and  for  the  first  time 
pay  writers  for  shows  streamed  on 
sites  such  as  Hulu  and  MySpace. 
Talks  warmed  up  after  the  Direc- 
tors Guild  reached  a  similar  deal 
on  Jan.  1 7.  That  pushed  writers 
to  resolve  their  issues  before  the 
Academy  Awards  on  Feb.  24. 


STEALTH  BAILOUT 

The  Bush  Administration  has  so 
far  resisted  calls  to  create  an  entity 
like  the  Resolution  Trust  Corp.  to 
tackle  the  subprime  crisis.  But 
over  the  past  year,  government- 
owned  or  -backed  agencies  have 
quietly  pumped  liquidity  into  the 
mortgage  market— to  the  tune  of 
$840  billion.  That  number  could 
reach  $1 .7  trillion  by  the  end  of 
the  year,  if  Congress  O.K.'s  a 
steep  hike  in  the  Federal  Housing 
Administration's  loan  limit.  The 
measures  may  help  put  a  floor 
under  falling  home  prices. 
□  CreditSights.com 


A  SUPER  SUPER  BOWL 

Who  said  mass  media  is  dead?  A 
record  97.5  million  viewers  tuned 
in  to  watch  Ell  Manning  and  the 
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Don't  worry  about  it 
Talk  about  it. 


With  Schwab,  no  investor  ever  has  to  feei 
alone.  No  matter  what's  going  on  in  the 
market,  you  can  rest  assured  that  the 
people,  solutions  and  help  are  there,  if  and 
when  you  need  them. 


■ 

1  Start  with  a  Complimentary  Consultation. 

i 

w 

Every  Schwab  client  can  get  a  complimentary, 
one-on-one  investment  consultation. 

i/i 

1  Get  what  you  need  for  a  more 
1^  balanced  portfolio. 

Get  access  to  a  broad  range  of  mutual  funds,  CDs, 
bonds,  and  our  best  research. 

m        J 

1  Get  the  ongoing  help  you  need. 

^m        ^ 

Talk  to  us  by  phone  24  hours  a  day,  7  days  a 
week,  or  through  our  nationwide  network  of  over 
300  branches. 

Hi 
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^wamaamb 
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TALK  10 

CHUCK 
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/Ve're  right  here  if  you  need  us: 
U800-4SCHWAB/SCHWAB.C0M 


Charles  Schwab  &  Co..  Inc.  All  riahts  rescued,  ^Ilv 
•725)  ADP40806 


char/es  SCHWAB 


■n  /oi.i  ar;count  prelected  up  to  $500,000  For  details,  plea.se  .sef;  v/ 


WW  sipc.orq. 
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New  York  Giants  take  down  the 
New  England  Patriots  on  Fox 

this  past  Sunday.  The  broadcast, 
which  attracted  65%  of  all  viewers 
watching  TV  that  evening,  accord- 
ing to  Nielsen,  was  the  second- 
highest-rated  program  of  all  time. 
It  fell  just  short  of  the  final  episode 
of  M*A*S*H  in  1 983,  which  was 
seen  by  106  million  people. 
E3 "Super  Bowl  Commercials  XLII' 
buslnessweek.com/magazine 


BEWKES  GETS  TO  WORK 

Just  a  month  into  his  new  job  as 
CEO  of  Time  Warner,  Jeff  Bewkes 
showed  on  Feb.  6  that  he  is  out 
to  redesign  the  world's  largest 
media  company.  Bewkes  said  he 
would  cleave  AOL,  separating  its 
old  dial-up  business  from  its  ad- 
supported,  free  portal.  In  addition, 


he  said  executives  will  consider 
spinning  out  more  of  Time  Warner 
Cable  to  the  public  (the  float  is 
currently  1 6%)  and  look  at  alterna- 
tives for  its  New  Line  Cinema  unit, 
hinting  that  it  may  be  merged  into 
its  Warner  Bros,  studio.  Investors, 
long  frustrated  by  Time  Warner's 
stock,  yawned:  Shares  rose  just 
50$  on  the  news,  to  about  1 6. 


IS  THIS  RESCUE  NEEDED? 

The  race  to  save  bond  insur- 
ers from  a  series  of  punishing 
credit  downgrades  continues  to 
captivate  Wall  Street,  which  fears 
such  a  move  would  clobber  the 
$2.7  trillion  municipal  bond  market. 
Regulators  are  trying  to  force  Wall 
Street  banks  and  private  equity 
firms  to  come  up  with  cash  to  bail 
out  the  insurers,  which  are  losing 


billions  because  of  their  ill-con- 
sidered decision  to  guarantee 
subprime  mortgage-backed  secu- 
rities. But  critics  say  a  rescue  isn't 
necessary  because  many  cities 
and  states  that  buy  bond  insurance 
could  do  without  it.  Meanwhile, 
Moody's  announced  that  it's  asking 
for  comments  on  whether  it  should 
revise  the  way  it  rates  structured 
finance  instruments. 
I BW  I  PAGE  020  "Do  Bond  Insurers 
Need  CPR?" 


A  BLOW  TO  THE  MERC 

The  Chicago  Mercantile 
Exchange,  a  longtime  market 
darling,  lost  nearly  $1 34  a  share 
in  just  two  days,  closing  at  485.25 
on  Feb.  6,  after  the  Justice  Dept. 
called  for  an  overhaul  of  the 
futures  markets.  Trustbusters  at 
Justice  took  aim  at  the  CME's 
near-monopoly  on  futures  trading, 
suggesting  that  Treasury  take  a 
detailed  look.  The  criticism  threat- 
ens to  skunk  CME's  tentatively 
proposed  $1 1  billion  purchase  of 
the  New  York  Mercantile  Ex- 
change. If  Congress  takes  action, 
it  could  legislate  such  changes 
as  separating  the  CME  and  its 
clearinghouse. 
□  "Rough  Justice  for  the  CME" 
businessweek.com/magazine 


DON'T  GIVE  ME 
GREENBACKS,  BOSS 

The  mighty  dollar  is  mighty  no 
more— and  it's  not  just  supermodel 
Gisele  BiJndchen  who  thinks  so.  In 
Turkey,  getting  paid  in  greenbacks 
was  once  a  status  symbol.  But 
now  local  hires  at  Hewlett-Packard, 
Reuters,  and  other  multinationals 
want  payment  in  thejr  national  cur- 
rency, the  new  Turkish  lira,  reports 
the  Jan.  27  edition  of  Business- 
Week Turkey.  The  Turkish  unit  of 
HP  already  has  made  the  switch, 
and  others  may  follow.  The  Turkish 
lira,  once  a  weakling  itself,  has 
been  remarkably  solid  since  the 
government  axed  six  zeros  from 
bills  in  2005.  Last  year  it  gained 
more  than  1 7%  against  the  dollar. 


Giants  kicker 
Lawrence  Tynes 
with  the  trophy: 
The  Super  Bowl 
got  boffo  rating 
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010   BUSINESS  OUTLOOK  !  JAMES  C.  COOPER 


THE  FED'S  RACE  AGAINST  RECESSION 

It  has  cut  interest  rates  sharply,  but  banks  and  other  lenders  aren't  playing  along. 
And  the  dip  in  January  payrolls  suggests  growing  weakness  in  the  service  sector 


Going  into  the  last  week  in  January,  economy  watchers  were  expecting  a  bhtz  of  reports  to  shed  son 
hght  on  the  overarching  question  of  the  day:  Are  we  in  a  recession?  Fresh  data  on  everything  from 
housing  and  manufacturing  to  the  labor  markets  and  gross  domestic  product  failed  to  answer  the 
question  definitively,  but  they  tended  to  lean  more  toward  the  downside  than  the  upside.  What  the 
latest  indicators  do  say  clearly  is  that  U.S.  economic  growth  essentially  ground  to  a  halt  in  the  four 


quarter  of  last  year,  and  it  appears  to 
be  no  better  than  dead  in  the  water  in 
the  first  quarter. 

Which  way  the  economy  goes  from 
here,  either  up  or  down,  will  most 
likely  be  decided  by  the  severity  of 
the  credit  squeeze  that  began  last 
year,  and  the  news  from  that  front  is 
not  good.  The  Federal  Reserve  has  cut 
interest  rates  aggressively  in  an  effort 
to  offset  the  tightening  of  iinancial 
conditions  caused  by  less  available 
credit.  But  the  cost  of  credit  is  not  the 
biggest  issue.  Lenders  are  increasingly 
unwiUing  to  provide  loans  because 
they  perceive  greater  risk  and  uncer- 
tainty in  doing  so. 

Despite  the  Fed's  sharp  cuts,  rates 
on  investment  -grade  corporate  bonds 
have  not  come  down  much,  and  they 
remain  high  relative  to  Treasury  yields. 


BANKS  ARE  MAKING  IT 
TOUGHER  TO  GET  A  LOAN 

PERCENT 
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Data:  Federal  Reserve,  Global  Insight 


indicating  investors'  reduced  appetite 
for  risk.  Banks  are  also  increasingly 
stingy,  as  bad  loans  weaken  bal- 
ance sheets  and,  thus,  the  capacity 
and  willingness  to  lend.  In  January 
banks  further  tightened  their  lending 
standards  across  nearly  all  loan  types, 
even  as  borrowing  demand  weakened, 
according  to  the  Fed's  latest  survey. 

Those  results,  which  most  likely 
influenced  the  Fed's  recent  rate  cuts, 
showed  32%  of  U.S.  banks  and  twice 
as  many  foreign  lenders  demanded 
tougher  terms  and  conditions  on  com- 
mercial and  industrial  loans  to  large 
and  midsize  companies,  up  from  19% 
in  October.  For  small  companies,  30% 
tightened  their  standards,  up  from 
10%.  Problems  in  the  home  mort- 
gage market,  where  lending  was  also 
stricter,  have  spilled  into  commercial 
real  estate,  where  80%  of  banks  raised 
the  bar  on  new  loans,  the  most  since 
the  survey  began  in  1990  (chart). 

Both  consumers  and  businesses 
are  affected  by  tighter  credit,  but 
the  impact  on  the  business  sector  is 
more  important.  Credit  is  critical  to 
corporate  expansion,  and  expansion 
is  what  generates  jobs  and  incomes  for 
households.  That  means  a  key  place 
to  find  recession  clues  will  be  the  job 
markets,  which  are  the  crucial  link  be- 
tween business  activity  and  consumer 
income.  The  yearly  growth  rate  of  pay- 
rolls tracks  the  pace  of  capital  spend- 
ing just  as  closely  as  it  does  the  growth 
in  real  wage  -  and  -  salary  income . 


KBJt 


That  linkage  is  especially  impor-  - 
tant  right  now,  since  consumers  wm! 
the  economy's  linchpin  throughou 
2007,  contributing  more  than  909!' 
last  year's  2.2%  annual  growth  rattU 
Despite  the  headwinds  from  soariri 
gas  prices,  falling  home  values,  ami 
stock  market  volatility,  it  was  steau 
growth  in  jobs  and  incomes,  as  busi 
nesses  continued  to  expand,  that  k  | 
consumers  spending— much  men 
than  easy  credit. 

That's  why  the  17,000-job  dip  ili 
January  payrolls  deserves  special  al, 
tention.  That  dechne,  combinedvi 
the  January  plunge  in  the  Institut 
for  Supply  Management's  index 
nonmanufacturing  activity,  sugi 
growing  weakness  in  the  service  S( 
Over  the  past  year  services  have  b( 
the  engine  of  job  growth,  account 
ing  for  all  of  the  net  gains  in  payro 
even  as  jobs  in  manufacturing  and* 
construction  have  fallen.  In  Janua) 
private  -  sector  service  jobs  rose  ai| 
52,000,  less  than  half  the  averagip 
monthly  gain  in  the  prior  six  monfr 
The  slowdown  was  concentrated! 
business  and  professional  service:  < 

Weaker  job  markets,  especially  t 
new  softness  in  services,  are  a  sun 
sign  that  many  businesses  are  stai 
to  cut  back,  most  likely  amid  econ 
ic  uncertainty  and  stricter  limits  c 
credit.  The  trouble  is,  banks  andc 
markets  appear  to  be  tightening  ii 
cial  conditions  faster  than  the  Fed 
rate  cuts  can  loosen  them  up.  1 BW 
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iPITAL  SPENDING  HANGS  IN, 
IT  FOR  HOW  MUCH  LONGER? 

Ties  Mehring/Charts  by  Ray  Vella 

1  U.S.  factory  orders  and  demand  abroad  have  held  up.  But 
ter  lending  standards  may  soon  crimp  spending.  Compa- 
are  financing  projects  with  debt  because  profits  don't  cover 
ays.  Tech  stocks  are  falling  on  the  weaker  investment  outlook. 


al:  While  rising  overall,  capital 
iing  is  weakening  in  some  places 

HASING  MANAGERS'  INDEX  FOR 
3RDERS  OF  MANUFACTURED 
IS  IN  JANUARY 


25  50  75 

t  of  manufacturers  reporting  a  rise  in  orders 
share  stating  a  decline.  A  result  below  50 
3s  a  general  decline  in  orders. 
irC  Economics,  JPMorgan  Chase  (World  Index) 


Jittery  Investors:  Tech  stocks  take  a 
hit  as  Wall  Street  grows  nervous 

Worst-Performing  Industry  Groups 


S&P  500 
INDUSTRY  GROUPS 

Semiconductors 
&  Equipment 

Software 
&  Services 

Tech  Hardware 
&  Equipment 

Telecom 
Services 


Energy 


YEAR-TO-DATE 
PERCENT  CHANGE 

-17.3 
-15.8 
-15.4 
-14.1 
-13.6 


Data:  Bloomberg  Financial  Markets 


Factory  Orders:  Producers  of  capital 
goods  are  seeing  healthy  orders  outside 
of  housing  and  auto-related  areas 


BILLIONS  OF  DOLLARS 
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|al  spending  is  exceeding  profits,  so  businesses  need  to  borrow.  The  trouble  is,  the  Federal  Reserve  reported  on  Feb.  4  that 
jbanks  are  further  tightening  lending  standards  for  commercial  and  industrial  loans. 
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Who  rules  the  roost  among  headhunts 
You  can  find  out  by  consulting 
BusinessWeek's  exclusive  database  of  tl 
world's  most  influential  corporate  talei 
brokers.  Our  newest  resource  cracks 
open  the  business  of  executive  recruiti: 
with  in-depth  profiles  of  50  of  the  top 
executive  headhunters.  And  our  list  is  searchable  by 
region,  companies  recruited  for,  and  industry.  Check  c 
businessweek.com/go/o8/headhunters. 

For  our  second  annual  Customer  Service  Champs 
ranking,  we  created  an  online  forum  where  readers  car; 
share  service  strategies  and  stories — good  or  bad.  Go  t  £, 
businessweek.com/go/o8/servicetosoundoff.  ibwi  **■ 
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TIME  FOR  A  CREDIT  CHECK 

The  stan(dards  for  home-equity 
loans  are  tightening.  How  will  this 
affect  an  alreaciy  fragile  economy? 

GREENWASHED 

Green  may  be  the  goal,  but  it's  hard 
to  be  certain  you're  really  getting 
environmentally  friendly  products. 
Which  ones  are  truly  green?  And 
should  regulators  step  in? 

SECOND  CAREERS 

Baby  boomers  are  starting  second 


careers,  and  they're  choosing  \l  i: 
them  to  maximize  their  positivei|  Ik 
impact  on  society.  1 « 
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LUXURY  LETDOWN?  ,  j,, 

Gucci  just  opened  its  new  flagsf;  jj 
store  in  Manhattan.  We  go  shop|;,  ^ 
to  see  how  economic  worries  an 
hampering  luxury  spending. 
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Watch  our  weekly  program, 
BusinessWeek  TV.  To  see  video  clipl 
find  your  local  station  and  airtime  b' 
Zip  Code,  go  to  businessweektv.cod  ''^ 
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ike's  results 


ISS  BANKS 

.  12,  2:30  a.m.  EST 
dit  Suisse  reports 
th-quarter  earnings, 
wed  on  Feb.  1 4  by 
3.  The  Swiss  Federal 
king  Commission  said 
in  the  near  future  both 
(s  may  need  to  take 
tional  writedowns 
id  to  subprime  loans. 

lERAL  MOTORS 

1 2,  7  a.m.  EST 
idea's  largest 
maker  announces 
:h-quarter  results, 
ysts  expect  a  second 
ght  quarterly  loss, 

it  smaller  than  last 
)d.  This  year  is  off  to  a 
J  start,  with  GM's 
ary  U.S.  sales  rising 
i  Toyota's  slipped. 

IE  SHOPPING 

13,  8:30  a.m.  EST 
ary  retail  sales 

ably  improved  after  a 
ine  in  December.  The 
rt  will  help  to  show  if 
J.S.  economy  is 
ling  into  a  recession. 

LOSSES  AHEAD 

13,8:30  a.m.  EST 
gage  insurer  MGIC 


Investment  is  expected  to 
post  a  fourth-quarter 
loss.  Red  ink  could  keep 
flowing.  The  company 
says  it  may  pay  $2  billion 
in  claims  this  year 
compared  with  an  earlier 
estimate  of  $1 .5  billion. 

COCA-COLA 

Feb.  13,8:30  a.m.  EST 
The  soft-drink  maker 
issues  fourth-quarter 
results,  which  could  be 
dented  by  high  commod- 
ity prices.  CEO  Neville 
Isdell  believes  the  odds 
of  a  U.S.  recession  this 
year  are  more  than  50%. 

JAPAN'S  ECONOMY 

Feb.  13,  6:50  p.m.  EST 
Fourth-quarter  growth  in 
real  gross  domestic 
product  probably  slowed 
down.  Export  growth  also 
likely  moderated  on 
weaker  U.S.  demand.  But 
the  Bank  of  Japan  is 
unlikely  to  cut  interest 
rates  at  its  Feb.  13-14 
monetary  policy  meeting. 

PUBLICISGROUPE 

Feb.  1 4 

The  French  advertising 

giant  issues  fourth-quarter 


results.  The  company 
expects  earnings  growth 
to  improve  in  2008  thanks 
to  the  Beijing  Olympics, 
European  football 
championships,  and  U.S. 
Presidential  elections. 

EURO  ZONE  GROWTH 

Feb.  1 4,  4  a.m.  EST 
Economic  growth  in  the 
euro  zone  slowed  in  the 
fourth  quarter.  Downside 
risks  from  growth  will 
probably  keep  the 
European  Central  Bank 
from  raising  interest  rates, 
despite  inflation  running 
above  its  desired  level. 

SMALLER  TRADE  GAP 

Feb.  14,  8:30  a.m.  EST 
The  December  U.S.  trade 
deficit  most  likely 
narrowed.  Economists 
expect  a  fall  in  import 
outlays,  due  to  slightly 
lower  oil  prices,  as  well 
as  further  export  gains. 

CLEAR  CHANNEL 

Feb.  1 4,  4  p.m.  EST 
The  media  company 
issues  fourth-quarter 
results.  There  is  concern 
among  investors  that  a 
private  equity  buyout  will 
fail.  The  company's  stock 
is  about  1 8%  below  the 
announced  purchase 
price  of  $37.60  a  share. 

GREENSPAN  TALKS 

Feb.  14,  7:30  p.m.  EST 
The  former  Federal 
Reserve  Chairman  will 
speak  about  the  economy 
at  an  energy  conference 
in  Houston. 

U.S.  FACTORY  OUTPUT 

Feb.  15,  9:15  a.m.  EST 
A  weaker  U.S.  economy 
is  crimping  manufacturing 
activity.  Economists 
expect  a  0.1%  rise  in 
January  output  after  no 
gain  in  December.  iBWi 
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irS  ABOUT 
MONEY. 

EARNING  IT. 
INVESTING  IT. 
SPENDING  IT. 


Check  out  this  M^eekend's 
show  airing  Feb  9  and  10: 

HOME  EQUITY  CRUNCH:  What  the  loan 
squeeze  means  for  homeowners  — 
and  the  economy. 

OUTLOOK  FOR  LUXURY:  Gucci  CEO 
Mark  Lee  and  shoppers  shed  light 
on  what's  hurting  (and  helping) 
high-end  sales. 

ENCORE  CAREERS:  We  find  out  what's 
driving  retirees  back  into  the 
workforce  to  "make  a  difference." 

GREEN  PRODUCT  STANDARDS: 

How  to  deciper  the  real  meaning 
of  "recycled"  and  "eco- friendly" 
on  your  next  shopping  trip. 


BusinessWeek 


TELEVISION 

Airs  Saturday/ Sunday  nationwide. 

View  video  clips  and  find  your  local  station  and 

airtime  by  zip  code  at  businessweektv.com 
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imagine  a  company  creating  an 
HDTV  with  40%  more  colors 

From  teal  to  turquoise,  salmon  to  sienna,  colors  are  simply 
better  on  the  61"  Samsung  DLP"  1080p  LED  HDTV  Our  Cinema 
Pure'"  LED  color  engine  delivers  a  wider  spectrum  of  colors 
versus  competing  HDTV  technologies.  Movies  and  sports  ar^ 
simply  brilliant.  What's  more,  this  incredible  picture  is  framed 
in  an  ultra  slim  bezel  (0.6").  With  Samsung,  it's  not  that  hard 
to  imagine.  To  learn  more,  please  visit  v\AAA/v.samsung.com/hd 
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FTER  ALL 


more  states  pass 
loor  smoking  bans  — 
iiois  and  Maryland 
rs  go  into  effect  this 
r— policymakers  are 
m  told  there's  no 
vnside,  says  Michael 
:ko,  an  economist 
he  Federal  Reserve 
ik  of  St.  Louis.  "But 

skeptical  about  free  lunches,"  he  says.  In  the  January  issue  of  the  St. 
lis  Fed's  Regional  Economist,  Pakko  argues  that  such  bans  can  lead  to 

nue  and  job  losses.  His  study  of  Delaware's  three  casino -racetracks 
nd  a  loss  of  15%  in  slot  machine  revenues  in  the  2  V2  years  after  a 
m-indoor-air  act  took  effect  in  2002.  He  also  cites  a  2001-04  nation - 
[e  study  by  two  economists  now  at  the  universities  of  Wisconsin  (Mil- 
ikee)  and  South  Carolina.  It  found  smoking  bans  caused  job  declines 
1%  at  bars.  "Smoking  and  drinking  go  together— they're  what  we  call 
pplementary  goods,' "  says  Pakko,  who  acknowledges  that  the  bans 

Ive  "public  health  as  well  as  economic  issues."  -Oscar  Raymundo 


LAST-GASP  GOODS 


Compact  fluorescents  are  hot 
sellers,  and  Congress  passed  a 
bill  banning  incandescent  bulbs 
by  2014.  So  why  is  GE  planning 
to  sell  a  new  high- efficiency 
incandescent?  It's  a  case  of  "last 
gasp"  inspiration,  says  Harvard 
B-school  professor  Daniel  Snow 
in  January's  Harvard  Business 
Review.  Snow  says  last  gasps  are 
common  when  new  technologies 
are  poised  to  replace  older  ones, 
partly  because  some  of  the  new 
tech  can  beneiit  incumbents. 
Carburetors,  he  says,  lasted  an 
extra  decade  or  so  by  adapting 
electronics  designed  for  the  fuel 
injectors  that  replaced  them. 
"New-tech  companies  can't 
count  out  old  players,"  he  says. 
Both  must  expect  surprises  in 
transition  periods.  -Adam  Aston 


IF  THESE  ANALYSTS  SAY  'SELL/  SELL 


It's  a  famihar  caveat:  Be  wary  of  a  stock  rating  by  an  "affiliated"  analyst— one  who's  at 
a  bank  that  underwrote  the  hsting's  equity  or  bond  deals.  But  there's  one  call  to  heed, 
a  new  study  suggests:  the  "sell."  Assistant  finance  professor  Michael  Cliff  at  Virginia 
Tech's  Pamplin  business  school  studied  24,000  analyst  ratings  from  1994  to  2005.  He 
found  that  when  affihateds  said  "buy,"  which  they  did  more  than  half  the  time,  their 
picks  underperformed  by  2%  the  stocks  promoted  by  independents.  But  their  "sells," 
just  457  in  all,  were  solid.  Investors  shorting  those  stocks  got 
"abnormally"  high  returns.  The  stocks  marked  for  dumping  by  in- 
dependents actually  rose,  about  8%.  When  affiliateds  shout  "sell," 
says  Cliff,  their  banks  probably  have  cut  business  ties  with  the 
company.  So  "they're  more  willing  to  tell  the  truth."  -Ben  Levisohn 


"Affiliated" 
analysts'  sell 
recommendations 
were  on  the 
money 
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FASTEN  YOUR  SEAT  BELT,  RYANAIR 


The  year  is  off  to  a  turbxilent  start  for  Ryanair,  Europe's  top  budget  airline.  Aft 
criticism  for  an  ad  with  a  woman  done  up  as  a  sexy  schoolgirl  and  a  suit  filed 
by  French  President  Nicolas  Sarkozy  and  his  bride,  Carla  Bruni,  for  using  thai 
faces  in  another  ad  (photo),  the  Irish  carrier  was  blamed  for  a  fall  in  Britain's 
tour  trade.  Addressing  British  MPs  on  Jan.  29,  officials  of  hotel  chain  Traveloc 
accused  budget  airlines,  led  by  Ryanair,  of  "squeezing  the  life"  out  of  their  tra 
with  low  international  fares.  Ryanair  CEO  Michael  O'Leary  says  the  fares  alsc 
bring  in  tourists.  He  calls  the  Sarkozy  ad,  which  ran  in  Le  Parisien,  a  mistake- 
"wasn't  funny."  Still,  he  notes,  it  "generated  gaziUions  worth  of  free  PR."  On 
Feb.  4,  Ryanair  posted  a  27%  drop  in  third-quarter  profits,  to  $52  miUion.  (It  e 
pects  a  17.5%  earnings  rise  for  the  fiscal  year.)  On  Feb.  5,  a  French  judge  ordere 
to  pay  a  symbolic  €l  in  damages  to  Sarkozy  and  $87,711  to  Bruni.  -Kerry  Cape  > 


BORROWERS  KEEP 
FUDGING  THE  FIGURES 


So -called  har  loans,  in  which 
mortgage  seekers  state  their 
incomes  without  verifjdng  them, 
were  all  the  rage  during  the  hous- 
ing boom.  In  the  bust,  borrowers 
still  try  to  push  them  through. 
Interthinx,  a  fraud  detection 
firm,  says  it  found  suspiciously 
high  incomes  on  many  applica- 
tions as  recently  as  December. 
It  flagged  them  as  it  reviewed 
1  miUion  appUcations  from 
consumers  reapplying  for  loans 
after  being  denied  a  mortgage  or 
refinancing  in  2006-07.  Some 
47,000  applicants,  5%,  effec- 
tively claimed  their  incomes  rose 
25%  or  more  somewhere  between 
summer  2006  and  the  end  of 
2007.  (In  that  time,  the  average 
U.S.  worker's  wage  rose  about 
3%.)  The  5%,  says  CEO  Jeff  Moy- 
er,  represents  about  $12  biUion  in 
potentially  fraudulent  mortgag- 
es. -MaraDer  Hovanesian 


THE  ROAD  FROM 
PERDITION 


Despite  his  new  popularity  on  Facebook,  Jerome 
Kerviel  (right),  the  rogue  trader  who  racked  up 
$7  biUion  in  losses  at  Societe  Generale,  may  be 
anxious  about  his  future.  No  worries,  Jerome: 
Consider  the  second  acts  of  the  bad-boy  trad- 
ers, brokers,  and  analysts  below.  Granted,  they 
had  to  bide  their  time  (in  prison,  in  some  cases). 
But  all  have  new  hves.  The  best  place  to  stage  a  comeback?  Jeffrey  Soi 
nenfeld,  a  professor  at  Yale  School  of  Management,  suggests  "flambci 
ant"  fields  like  media  or  sports,  where  "a  controversial  figure  who  has 
found  redemption  can  add  a  sense  of  energy  and  pizzazz."  -Reenajanai 

A  TRIO  OF  COMEBACKS 


NAME 

ROGUE  BEHAVIOR 

LEGAL  OUTCOME 

NEW  LIFE 

PETER 

Convicted  of  lying 

5  months  in  prison; 

Named  president 

BACANOVIC 

about  client  Martha 

paid  $75,000 

of  jeweler 

Former 

Stewart's  ImClone 

penalty  (without 

Fred  Leighton, 

stockbroker, 

Systems  stock 

admitting  guilt); 

December,  2007 

Merrill  Lynch 

trade,  2001 

barred  from  industry 

HENRY  BLODGET 

Accused  of 

Settled  with  regula- 

Columnist, 

Former  stock 

issuing  "fraudulent 

tors  (without  admit- 

Slate.com; author 

analyst, 

research"  to  hype 

ting  guilt)  and  paid 

of  investment  guic 

Merrill  Lynch 

Internet  stocks. 

$4  million  in  penal- 

The Wall  Street 

1999-2001 

ties;  barred  from 

Defense  Manual 

industry 

(Atlas,  2007) 

NICK  LEESON 

Lost  $1 .4  billion  in 

Sentenced  to  61/2 

Named  CEO  of 

Former  trader, 

unauthorized  and 

years  in  a  Singa- 

Irish soccer  team 

Barings  Bank 

"fraudulent"  trading, 

pore  prison;  served 

Galway  United, 

1995 

3y2  years  there 

July,  2007 
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SINGAPORE  AIRLINES  SUITES 

A  CLASS  BEYOND  FIRST 


)re  Airlines  Suites,  exclusively  available  onboard  the  A380,  provide  a  privileged  few  with  their  very  own  haven 
luility.  In  your  own  personal  cabin,  luxuriate  in  the  largest  ever  seat,  and  for  the  very  first  time,  experience  the 
e  of  sleeping  on  a  standalone  bed,  not  one/conveited  from  a  seat.  With  only  1 2  extraordinary  private  cabins,  and 
ght  service  even  other  airlines  talk:^J^^^j|yy^|- Airlines  Suites  is  truly  in  a  class  beyond  first-a  class  that  is 
lone.  Visit  slngaporeair.com  for  mcil 


SinCAPORE 

AiRLines 

A  great  way  to  fly 
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EMOST 
TSPOKEN 
ALVST  ON 
E  STREET 


That  red  glow  you  see  on 
Wall  Street  is  the  hot  hand  of 
Meredith  Whitney,  a  banking 
analyst  for  CIBC  World 
Markets  who  is  fast  making 
a  name  for  straight  talk  amid 
the  credit  crisis  infecting  the 
:ial  markets.  In  late  October  of  last  year,  Whitney 
cted  that  Citigroup  would  have  to  sell  assets  or  cut  its 
jnd.  She  also  downgraded  the  stock  to  essentially  a 
That  report  peeled  $15  bilhon  off  Citi's  market  value 
!  day  and,  some  say,  helped  usher  then  CEO  Chuck 
einto  an  unceremonious  retirement.  On  Jan.  15, 
ashed  its  dividend  by  41%.  When  I  talked  with 
ley  on  Feb.  6,  she  had  just  downgraded  Goldman 
even  though  she's  a  big  fan.  And  Whitney  was  ex- 
ig  losses  in  the  following  week  when  major  European 
report  earnings. 


MARIA  BARTIROMO 

Another  wild  week  for  the  markets.  What's  upsetting 

investors  so  much? 

MEREDITH  WHITNEY 

I  think  it  gets  tiring  for  investors  to  have  bad  news  thrown 
at  them  for  seven  consecutive  months.  And  so  people  a  few 
weeks  ago  started  to  get  optimistic,  started  buying  stocks 
again.  Then  the  bad  ISM  number  came  out.  [The  Institute 
for  Supply  Management's  index  fell  on  Feb.  5,  registering  a 
significant  slowdown  in  services.]  And  also  the  massive  dis- 
ruption in  the  debt  markets  clearly  is  signaling  that  things 
are  worse  than  people  wanted  to  believe. 

How  tight  is  the  credit  market  right  now? 

A  major  structured  deal  has  not  gotten  done  in  seven 
months.  People  are  afraid  to  do  business  because  they're 
afraid  to  catch  a  falling  knife.  The  receptivity  of  investors  to 
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buy  an5^hing  that's  not  plain -vanilla 
high-grade  debt  is  as  bad  as  I've  ever 
seen  it. 

What  could  turn  this  around? 

The  big  disconnect  is  that  there's  no 
agreement  between  buyer  and  seller  on 
any  level.  So  sellers  are  holding  on  to 
aspirational  valuations  on  securities.  What  we  need  to  see 
is  a  true  purging  to  get  the  system  back  to  a  state  of  restored 
hquidity.  Because  at  this  point  there's  no  faith  in  prices 
because  the  iinancial  institutions  that  hold  most  of  these 
assets  are  in  absolute  denial. 

In  other  words,  they  think  there's  a  market  and  there 
really  isn't? 

Let's  say  people  are  holding  on  to  a  CDO  they're  carrying  at 
anywhere  between  ^ot  and  50(J  on  the  dollar.  But  they're 
holding  on  to  it  and  not  selling  it  because  they  believe  it's 
worth  60(i:  or  jot  on  the  dollar.  To  paraphrase  [BlackRock's] 
Larry  Fink:  An  asset  is  only  worth  what  you  can  sell  it  for. 
The  fact  that  banks  are  not  selling  these  assets  and  the  fact 
that  they  have  raised  such  dilutive  capital  to  hold  on  to  these 
assets  at  aspirational  values  shows  how  in  denial  they  are.  I 
mean,  Merrill,  UBS,  and  Citi  raised  20%  in  dilutive  capital  in 
the  last  three  months. 

Was  it  the  right  move  for  Bank  of  America  to  acquire 
Countrywide? 

On  a  longer-term  basis,  there's  some  franchise  value  there. 
On  a  short-term  basis,  it's  less  than  ideal. 


'ANY  STOCK  YOU  LOVE  YOU  CAW  BUY  THIS  YEAR 
AT  A  MUCH  BETTER  BARGAIN.  ANO  THAT'S  WHY 
PEOPLE...ARE  HOLDING  ON  TO  SO  MUCH  CASH" 


Lloyd  Blankfein, 
CEO  of  Goldman: 
Whitney  downgraded 
Its  stock 

^l^F.^^^H 

You  called  the  dividend  cut  at  Citi.  What  other  divi- 
dends are  in  jeopardy? 

You  can't  take  anyone  off  the  table  because  the  loss  curves 
have  accelerated  at  such  a  pace  from  the  third  quarter  to  the 
fourth  quarter  that  people's  earnings  are  going  to  be  in  seri- 
ous jeopardy  this  year.  It's  likely  that  many  banks  will  have 
to  take  another  round  of  capital  raises,  and  Citi  is  certainly 
one  of  them .  Wachovia  just  raised  $  3  V2  billion  last  night . 
Bank  of  America  raised  over  $  13  billion  last  week.  And  at  a 
certain  point  people  might  start  to  think,  well,  maybe  it  will 
simply  be  cheaper  to  cut  our  dividend. 


Which  firm  has  handled  this  crisis  the  best  ?  '<: 

Without  a  doubt,  Goldman  Sachs.  They  started  selling  d  | 
their  CDO  positions  in  the  second  quarter  of  last  year.  Gi  •^ 
man  was  one  of  the  top  five  originators  of  CDOs,  and  yoi 
never  know  it  today  because  they  have  only  $400  millioi 
gross  exposure.  That  compares  with  gross  exposures  of 
$30  billion  and  $40  billion  for  Citi  and  UBS.  It's  like  bein 
at  a  casino— you  cut  your  losses.  That's  discipline.  And 
superior  execution  is  the  single  most  impressive  thing  al 
Goldman.  Are  they  so  much  smarter?  I  don't  think  so.  I  j 
think  their  execution  is  so  much  better. 

But  you've  downgraded  them. 

I  downgraded  Goldman  because  it  was  my  top  pick  for  b 
years.  And  because  it  had  so  many  richer  opportunities 
than  its  peer  group,  it  absolutely  deserved  the  premium  r 
commanded.  Let's  say  it  did  close  to  30%  return  on  capi» 
last  year.  In  the  first  quarter  of  this  year,  it's  going  to  pro . 
ably  do  mid-teens  ROE,  and  so  the  comedown  is  going  t 
significant  for  investors,  and  they  may  not  choose  to  paji 
premium  they  paid  last  year  for  the  stock.  Goldman  will 
more  like  its  peers  this  year,  and  as  a  result  I  think  it'll  tn 
more  like  its  peers. 

Is  it  fair  to  say  when  you  look  at  Bear  Stearns,  Lelum 
and  Merrill,  investors  are  going  to  be  able  to  buy  the« 
stocks  at  some  point  in  '08  at  much  lower  prices?      ! 

That's  absolutely  the  case.  Any  stock  you  love  you  canb  ■! 
this  year  at  a  much  better  bargain.  And  that's  why  peopp| 
individual  investors,  institutional  investors,  and  corpoD 
investors— are  holding  on  to  so  much  cash,  because  the;* 
waiting  for  the  opportunity.  And  there  are  going  to  be  gi* 
buying  opportunities. 

Who  hasn't  seen  the  worst  ? 

Citigroup,  because  there's  nowhere  for  Citi  to  hide. 


You're  emerging  as  the  new  act  in  financial  services^' 
Do  you  say  to  yourself:  "Wow,  this  is  amazing?"  I  ran 
you're  a  young  woman  iji  a  man's  business  outshinin 
your  peers. 

Well,  thank  you.  As  far  as  being  a  woman,  it  doesn't  ma 
if  you're  a  toad  if  you've  got  good  ideas  and  you  can  mal 
people  money.  But  ultimately  it  just  comes  down  to  woi 
ethic  and  not  being  scared  to  take  chances.  People  are 
starved  for  good  research  in  a  bad  market,  and  I'm  cons 
by  all  of  this.  I'm  not  getting  a  lot  of  sleep,  but  you've  g( 
strike  while  the  iron  is  hot.  1 BW 1 

Maria  Bartiromo  is  the  anchor  of  CNBC 's  Closing  Bell,  i 
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DO  BOND 
INSURERS 
NEED  CPR? 


Fears  of  a  muni  market 
meltdown  may  be  overblown 


By  Matthew  Goldstein 

Just  a  few  months  ago,  bond  insurers 
blended  into  the  background  of  Wall 
Street.  Now,  as  the  credit  crisis  plays 
out,  MBIA,  Ambac,  and  others  that 
guaranteed  subprime  bonds  are  at 
the  center  of  the  drama.  Vultures  and 
hedge  funds  are  circling  their  shares. 
Credit  rating  agencies  are  contemplat- 
ing downgrades.  And  New  York  State 
Insurance  Superintendent  Eric  R. 
Dinallo  is  feverishly  searching  for 
deep -pocketed  investors  to  fund  a  bail- 
out, making  it  seem  as  if  the  health  of 
the  U.S.  financial  system  depends  on  it. 

The  fears,  though,  may  be  over- 
blown. Certainly,  if  an  insurer  loses 
its  vaunted  AAA  rating  there  will  be 
fallout.  The  industry  guarantees  $8oo 
billion  in  asset -backed  securities,  such 
as  those  troublesome  coUaterahzed 
debt  obligations  (CDOs),  and  more 
importantly,  $1.5  trillion  in  municipal 
debt.  But  Wall  Street  has  already  taken 
billions  in  writedowns  on  risky  sub- 
prime  securities  that  insurers  agreed  to 
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cover  in  the  case  of  default.  And  given 
all  the  problems,  insurers  won't  cover 
those  fancy  finance  products  anymore 
Meanwhile,  the  muni  markets,  which 
state  and  local  governments  depend 
on  to  fund  new  roads  and  schools,  are 
more  resilient  than  regulators  believe. 

In  fact,  insurance  on  municipal 
bonds  didn't  exist  before  the  mid- 
1970s.  And  the  concept  only  caught 
fire  after  the  1994  bankruptcy 
filing  of  Orange  County,  Calif 
Ever  since,  bond  insurance 
has  largely  been  used  by  local 
governments  to  put  nervous 
investors  at  ease  about  the 
risk  of  defaults.  By  buying 
such  protection,  state  and 
local  governments,  in  effect, 
piggyback  on  the  top-level 
ratings  of  bond  insurers 
and  thereby  raise  their  own 
grades.  For  example,  with 
insurance,  tiny  Chemung 
County  in  upstate  New  York 
can  boost  its  normally  low 


investment -grade  rating  to  AAA— 
tracting  big  investors  and  lowerinfi 
interest  rate  it  pays.  1 

But  critics,  including  some  gove> 
ment  officials,  say  a  big  chunk  of  m^ 
bonds  don't  need  coverage.  Most  LI 
cities  and  states  already  have  top  g| 
from  the  rating  agencies.  Some  84V 
the  muni-bond  insurance  MBIA  scs) 
was  purchased  by  cities  with  either 

f 


SPOOKED  BY  SUBPRIME 

Fewer  munis  are  getting  sold  or  insured 


MUNICIPAL  BONDS  ISSUED 

■  INSURED      ■  UNINSURED 

JANUARY  2007 


$15.6  $15.6 

Billion  Billion 


Data:  Municipal  Market  Advi 


\A  rating.  And  the  risk  of  default 
launicipality  is  miniscule.  Even 
red  Orange  County  paid  back  its 
I.  So  bond  insurers,  which  collect 
'  $2.3  billion  a  year  in  premiums 
imunis,  have  rarely  shelled  out  a 

i payment.  "It's  something  of  an 
ial  construct  that  so  many  munis 
0  be  insured,"  says  Frank  Hoadley, 
insin's  director  of  capital  finance. 
|nd  large,  the  decision  is  made  by 
jvestor."  Adds  Matt  Fabian,  rnan- 
director  of  research  firm  Munici- 
jarket  Advisors:  "It's  not  about 
quality.  It's  just  a  bureaucratic 
lunicipal  issuers  have  to  pay." 
ominant  players  such  as  MBIA 
mbac  are  permanently  sidehned 
credit  turbulence,  there  seem 
)lenty  of  others  ready  to  fill  the 
31  places  like  Chemung  County. 
nE.  Buffett,  for  one,  decided 
:t  his  own  muni  bond  insurance 
tion.  And  Dexia,  a  European 
is  pumping  $500  million  of  new 
flinto  its  bond  insurer,  Finan- 


cial Security  Assurance,  which  has 
emerged  relatively  unscathed  from  the 
mortgage  mess.  That  fresh  backing  has 
allowed  FSA  to  capitalize  on  the  prob- 
lems of  its  peers.  On  Jan.  24,  Chemung 
County  tapped  FSA  to  guarantee  a 
$3.9  million  offering  after  its  previous 
insurer,  Financial  Guaranty  Insurance 
(FGIC),  was  downgraded  to  AA.  Since 
the  summer,  FSA  has  doubled  its  share 
of  muni  bond  insurance  to  50%. 

LITTLE  BAILOUT  SUPPORT 

There's  no  doubt  the  fragility  of  the 
insurers  has  caused  some  disruptions. 
In  January,  muni  bond  issuance  fell 
48%  from  a  year  ago,  to  $16  bilhon,  the 
worst  month  since  September,  2001. 
Only  about  a  third  of  the  bonds  had 
insurance,  vs.  the  usual  50%.  Prices  for 
some  municipal  bonds  remain  unstable 
because  the  guarantees  are  in  question. 
That  dislocation  has  also  helped  roil 
the  market  for  so-called  auction -rate 
securities  used  by  local  governments 
and  others  to  raise  $250  billion  in 


short-term  financing  (page  22). 

New  York's  Dinallo,  a  former  pros- 
ecutor and  architect  of  the  2003  Wall 
Street  research  settlement,  will  have  to 
move  fast  to  save  the  biggest  insurers. 
The  credit  ratings  of  several,  including 
FGIC  and  AC  A  Financial  Services,  have 
already  been  slashed.  And  on  Jan.  18, 
Fitch  Ratings  downgraded  Ambac  to 
AA.  Analysts  says  it's  only  a  matter  of 
time  before  Moody's  Investors  Service 
and  Standard  &  Poor's  lower  the  grades 
of  Ambac  and  MBIA,  which  plans  to 
raise  $750  million  to  protect  its  rating. 
If  the  two  are  downgraded,  the  game 
is  pretty  much  over  for  them,  since  mu- 
nis are  only  interested  in  buying  AAA 
protection.  "Once  a  firm  is  downgraded 
to  AA,  it's  hard  for  them  to  do  any  more 
muni  business,"  says  Fabian. 

So  far,  though.  New  York's  insurance 
chief  is  having  a  tough  time  finding 
support  for  a  bailout  of  companies  that, 
in  part,  got  themselves  into  this  mess 
by  branching  out  into  risky  securi- 
ties they  had  no  experience  insuring. 
Investments  banks  would  seem  to 
be  natural  backers  of  a  rescue .  If  the 
ratings  on  insurers  drop,  guarantees 
on  another  chunk  of  risky  debt  could 
disappear,  forcing  more  write-offs. 
Last  month,  Merrill  Lynch  took  a  $2.6 
bilhon  hit  from  exposure  to  CDOs  after 
the  ratings  on  ACA  and  others  slumped. 

But  banks  have  been  preemptively 
slashing  the  values  on  their  subprime- 
linked  securities,  figuring  many  of 
those  guarantees  won't  materialize. 
And  unless  the  ratings  of  Ambac  and 
MBIA  fall  several  notches  to  junk  sta- 
tus, the  additional  losses  for  big  banks 
would  total  between  $30  billion  and 
$40  billion.  It's  not  an  insignificant 
sum.  But  it's  still  far  less  than  the  $100 
billion  in  writedowns  Wall  Street  has 
already  taken.  As  a  result,  many  banks 
maybe  calculating  that  any  losses  they 
suffer  could  be  less  than  the  tens  of  bil- 
lions Dinallo  is  demanding  to  prop  up 
Ambac  and  MBIA. 

Investors,  then,  may  have  to  brace 
for  more  pain,  though  it's  not  hkely  to 
be  crippling.  "A  bailout  is  not  going  to 
happen,"  says  Robert  B.  Lamb,  a  pro- 
fessor at  New  York  University's  Stern 
School  of  Business.  "The  downgrades 
are  inevitable,  and  investors  will  have 
to  take  losses."  1 BW 1 
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NOTHING  SPREADS 
LIKE  SUBPRIME 

Even  a  sleepy  investment  vehicle  where  rich  people 
and  companies  stored  extra  cash  has  been  infected 


By  David  Henry 

Big  clients  of  invest- 
ment banks  have  plenty  of 
reasons  to  feel  burned  after 
the  Street's  credit  market 
capers.  But  there's  a  new 
dispute  that's  adding  stress 
to  the  relationships:  the 
unraveling  of  an  obscure 
financial  instnmient  known 
as  the  auction-rate  security. 

For  years  it  has  been  a 
type  of  boring  offering 
in  which  companies  and 
wealthy  folks  safely  parked 
excess  cash.  That  was  until 
banks  figured  out  how  to 
graft  them  onto  subprime 
debt.  Now  they've  turned 
toxic  ,andahostof  inve  s  - 
tors — from  a  pair  of  bilhonaire  brothers 
in  New  Jersey  to  drug  giant  Bristol- 
Myers  Squibb— have  lost  hundreds  of 
millions. 

For  two  decades  the  debt  traded 
with  few  hitches.  Often  it  was  backed 
by  bundles  of  mundane  assets  like 
local  government  taxes  or  student 
loans,  allowing  investors  to  pick  up  a 
few  extra  hundredths  of  a  percentage 
point  of  yield.  Frequent  auctions  to 
set  interest  rates  allowed  investors  to 
cash  out  and  gave  the  illusion  of  safety. 
But  when  housing  took  off  in  recent 
years,  investment  bankers  stuffed 
the  securities  with  the  now- infa- 
mous collateralized  debt  obligations 
backed  by  risky  mortgages.  It  worked 


When  housing  took  off,  mortgage  loans 
started  to  join  the  taxes  and  student 
loans  that  usually  backed  ARS  debt 
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until  August,  when  fears  of  all  things 
subprime  hit  investors.  Then  some  60 
auctions  failed  as  buyers  refused  to  bid 
on  $6  billion  of  the  securities,  says  Lee 
Epstein,  CEO  of  Money  Market  One, 
a  brokerage  that  manages  corporate 
cash. 


"WE  WERE  DISPLEASED" 

Blue-chip  companies  are  among  those 
nursing  the  deepest  wounds.  On 
Jan.  31,  Bristol-Myers  conceded  $275 
million  of  losses.  At  least  a  dozen  other 
corporations  have  been  singed,  too. 
PotashCorp  says  it  is  out  $26  mil- 
lion and  US  Airways  $10  million.  And 
analysts  say  there  are  more  to  come. 
"  Some  of  it  is  our  own  responsibihty 
for  not  being  aware 
enough  of  what  was 
in  there,"  says  Andrew 
Bonfield,  chief  finan- 
cial officer  at  Bris- 
tol, which  has  been 
investing  in  auction - 


rate  securities  for  nine  years.  But  "t 
banks  have  been  very  clever  at  findi 
ways  to  package  things.  We  have  lei 
them  know  we  were  displeased  wit.; 
the  way  they  behaved." 

Others  burned  by  auction -rate 
securities  are  taking  action.  Wire- 
less carrier  MetroPCS  sued  Merrill 
Lynch  after  $134  million  of  its  cash 
was  locked  up  in  failed  auctions. 
Merrill  said  it  believes  it  "acted 
appropriately." 

Wealthy  investors  \ 
Brian  and  Basil  Maher 
demanding  their  men 
back.  In  a  claim  filed  0 
Jan.  17  with  the  Finan 
cial  Industry  Regulate 
Authority,  the  two  ch< 
that  Lehman  Brothers 
sank  nearly  $300  mil- 
lion into  auction  secu 
ties  that  failed,  tying  i 
their  money  indefinite 
(The  money  was  abou' 
quarter  of  their  proce'  > 
from  selling  the  New }. 
sey  family's  60 -year 
marine  shipping  termi 
business.)  The  Mahere 
contend  that  Lehman 
agreed  in  writing  to 
keep  their  funds  safe  1 
and  available  for  a  couple  of  monti 
while  they  decided  how  to  deploy  i' 
money.  "I'm  just  astounded  that  tl 
did  what  they  did,"  says  Brian  Mai 
6 1 .  "  I  never  came  across  such  a  th: ! 
before  in  my  40  years  in  business.'- 
Why  would  Lehman  take  a  risk  i 
with  wealthy  new  clients?  Michae. 
S.  Kim  of  Kobre  &  Kim,  the  Mahei 
lawyer,  asserts  that  Lehman  may  1 
wantedtheMahers' money  to  pro: 
up  Lehman -affiliated  deals.  He  al 
charges  that  Lehman  continued  tc 
invest  Maher  money  in  the  securi 
even  after  the  credit  crunch  starte 
Lehman's  response:  "We  believe  v 
have  meritorious  defenses." 

Meanwhile,  at  least  one  investo 
has  been  made  whole .  The  City  ol 
Springfield,  Mass. ,  claimed  that  J 
rill  put  $  14  million  of  its  money  in 
auction  securities  without  its  con 
Merrill  reviewed  the  matter  ando 
Jan.  31  said  it  would  refund  Sprini 
field's  money.  1 BW 1 
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America's  legendary  stock  fund  is  now  open. 
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Magellan 

Nevs^ly  available  after  1 0  years. 


Millions  of  Americans  have  chosen  Fidelity  Magellan  Fund  over  die  last  45  years  to  help 
form  the  foundation  of  their  retirement  savings.  Now  Fidelity  is  proud  to  announce  that 
Magellan  is  once  again  open  to  new  investors.  Consider  Magellan  for  your  IRA  or  401(k). 


Overall  Morningstar  Rating  As  of  12/31/07 

^^^^  Average  annual  total  returns  As  of  12/31/0/' 

Among  1,449  Large  Growtfi  Funds'  lYeor  5  Year  1 0  Year  Life 


Fidelity  Magellan  Fund  (FMAGX) 

(Expense  Ratio;  0.54%) 


18.83% 


12.71% 


6.31% 


18.42% 


mmmmmimmmmmmmmmmmimmmmmmmmmmmmmmmmmmmmm 

Performance  data  shown  represents  past  performance  and  is  no  guarantee  of  future  results. 
Investment  return  and  principal  value  will  fluctuate,  so  you  may  have  a  gain  or  loss  when  shares  are 
sold.  Current  performance  may  be  higher  or  lower  than  that  quoted.  Visit  Fidelity.com/performance 
for  most  recent  month-end  performance. 

The  Overall  Morningstar  Rating  for  a  fund  is  derived  from  a  weighted  average  of  the  performance  figures 
associated  with  its  three-,  five-,  and  ten-year  performance  (if  applicable).  Morningstar  rating  metrics  are 
based  on  risk-adjusted  returns. 
Stock  values  fluctuate  based  on  activities  of  individual  companies  and  market  conditions. 


Gall  866.458.9738, 
visit  Fidelity.com/magellan 
or  check  your  employer's 
401(k)plan. 


Jelity  Magellan  was  rated  against  1449,  1215,  and  554  Large  Growth  funds  and  received  4,  3,  and  4  stars  for  the  3-,  5-,  and  10-year 

riods,  respectively. 

lal  returns  include  changes  in  share  price  and  reinvestment  of  dividends  and  capital  gains,  if  any.  Quarter-end  returns  include  the 

ect  of  any  applicable  recurring  and  non-recurring  fees. 

Sach  fund  with  at  least  a  three-year  history,  Morningstar  calculates  a  Morningstar  Rating^^  based  on  a  Morningstar  Risk-Adjusted  Return 
fisure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemption  fees), 
bng  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  the  funds  in  an  investment  category 
8  ve  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star 
pOS  Morningstar,  Inc.  All  Rights  Reser>/ed.  The  information  contained  herein:  (1)  is  proprietary  to  Morningstar;  (2)  may  not  be  copied  or 
hibuted;  and  (3)  is  not  warranted  to  be  accurate,  complete,  or  timely  Neither  Morningstar  nor  its  content  providers  are  responsible  for 
Mamages  or  losses  arising  from  any  use  of  this  information, 

bore  investing,  consider  the  fund's  investment  objectives,  risks,  cfiarges,  and  expenses.  Contact  Fidelity 
Ba  prospectus  containing  this  information.  Read  it  carefully. 
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THAT  BEAR  STOLE 
MY  PICNIC  BASKET 


For  some  CEOs,  the  market  plunge  means  a 
billion  or  two  less  in  the  wallet 


By  Ben  Steverman 

It  may  be  hard  to  feel  sorry  for  chief 
executive  officers  who  routinely  earn 
seven -figure  salaries  and  get  such 
corporate  perks  as  use  of  company 
jets,  country  club  memberships,  and 
private  chefs.  But  make  no  mistake: 
Individual  investors  aren't  the  only 
ones  who  have  been  suffering  during 


the  recent  bear  market  for  stocks. 

Superstar  CEOs  have  lost  millions 
ofdoUars— andsomeofthem,  even 
billions  —  since  the  market  hit  its  peak 
in  October.  BusinessWeek.com  asked 
Capital  IQ,  a  financial  information 
firm,  to  analyze  just  how  much  money 
blue-chip  CEOs  have  lost  in  their  own 
companies'  stock.  (Capital  IQ,  like 


BusinessWeek,  is  a  unit  of  The  Mc- 
Graw-Hill Companies.) 

What  follows  is  a  list  of  some  of 
the  business  world's  biggest  losers,  I 
terms  of  the  overall  amount.  Figure;  ] 
were  calculated  from  the  market  pe;  i 
on  Oct.  11, 2007,  to  closing  prices  01 
Feb.  4, 2008,  using  stockholding  da 
from  a  company's  latest  annual  SEC 
filing.  These  figures,  therefore,  do  n 
reflect  any  stock  transactions  by  ins 
ers  since  the  companies'  filings. 

Not  unexpectedly,  many  of  the  bi 
losers  hail  from  the  technology  sect 
where  companies  tend  to  reward  th 
CEOs  with  healthy  portions  of  stoc 
options.  But  there  are  other  well- 
known  names  in  the  mix.  And  whilt 
the  size  of  their  losses  may  make  mi 
mortals  blanch,  you  can  be  sure  tha 
none  of  these  folks  is  headed  for  th( 
poorhouse.  BWi 


LOADED  LOSERS    l    T'^^  10  l^^^vy  hitters  who  were  hit  the  heaviest  when  stocks  tanked 


LAWRENCE  ELLISON 

CEO,  Oracle 

Loss  on  holdings: 
$2.8  billion 
Net  loss:  10% 
Value  of  current  hold- 
ings: $24.6  billion 
Size  of  stake':  23.7% 


MICHAEL  DELL 

CEO,  Dell 

Loss  on  holdings: 
$1.7  billion 
Net  loss:  29% 
Value  of  current  hold- 
ings: $4.4  billion 
Size  of  stake*:  9.7% 


JEFFREY  BEZOS 

CEO,  Amazon.com 

Loss  on  holdings; 
$1.6  billion 
Net  loss:  17% 
Value  of  current  hold- 
ings: $7.8  billion 
Size  of  stake*:  24.4% 


MICKY  ARISON 

CEO,  Carnival 

Loss  on  holdings: 
$1.5  billion 
Net  loss:  16% 
Value  of  current  hold- 
ings: $7.9  billion 
Size  of  stake*:  22.4% 


ERIC  SCHMIDT 

CEO,  Google 

Loss  on  holdings: 
$1.4  billion 
Net  loss:  20% 
Value  of  current  hold  | 
ings:  $5.3  billion 
Size  of  stake*:  3.4%  ■ 


RUPERT  MURDOCH 

CEO,  News  Corp. 

Loss  on  holdings: 
$1.3  billion 
Net  loss:  16% 
Value  of  current  hold- 
ings: $7.1  billion 
Size  of  stake':  11.7% 

■|n  the  company  they  manage. 


RALPH  LAUREN 

Chairman  and  CEO 

Loss  on  holdings: 
$475  million 
Net  loss:  15% 
Value  of  current  hold- 
ings: $2.6  billion 
Size  of  stake*:  42.6% 


WILLARD  MARRIOn 

CEO,  Marriott  Intl. 

Loss  on  holdings: 
$317  million 
Net  loss:  14% 
Value  of  current  hold- 
ings: $1.9  billion 
Size  of  stake*:  14.9% 


FREDERICK  SMITH 

CEO,  FedEx 

Loss  on  holdings: 
$282  million 
Net  loss:  14% 
Value  of  current  hold- 
ings: $1.8  billion 
Size  of  stake*:  6.2% 


MEG  WHITMAN 

Outgoing  CEO,  eBS 

Loss  on  holdings: 
$267  million 
Net  loss:  26% 
Value  of  current  hold  | 
ings:  $748  million 
Size  of  stake*:  1.9%i 
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ifiniti,  we  believe  a  vehicle's  interior  should  transport  you  further  than  your  destinj 
?r  the  all-new  InfinitI  EX.  Its  kimono-Inspired  seats  embrace  you.  The  elegant  shape  of  the 
ble-wave  dash  sculpts  a  beautiful  personal  space.  And  on  every  surface,  rich  materials 
te  an  ambience  of  a  higher  level.  An  extraordinary  level.  To  learn  more,  visit  lnflniti.com/EX. 


e  all-new  InfinitI  EX.  iXtraordinafy^ 

The  perisona!  luxury  crossover,     infiniti 


'vout  seat  belt,  and  please  dorftdrinkand  drive.  INFINITI.  and  INFit  ■ 
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WILL  YAHOO! 
FEEL  THE  LOVE? 

Steve  Ballmer's  $45  billion  marriage  proposal  is  fraught 
with  risk.  But  Microsoft  can't  let  Google  go  on  unchecked 


By  Jay  Greene 

With  the  hefty  premium  included  in  its 
$44.6  billion  bid  for  Yahoo!,  Microsoft 
looks  well  on  its  way  to  persuading 
shareholders  in  the  Internet  company 
to  support  its  unsolicited  offer.  Yahoo 
employees,  however,  will  be  another 
matter.  Not  only  has  Microsoft  been  a 
frequent  rival,  but  many  Yahoo  staff- 
ers view  it  as  a  lumbering  giant  that 
doesn't  understand  the  Internet.  "I  see 


Yahoo  staffers'  wariness  of  Microsoft 
could  turn  a  complex  and  challenging 
merger  Into  a  talent  exodus 
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culture  clash,"  says  Norm  Fjeldheim, 
chief  information  officer  at  wire- 
less chipmaker  Qualcomm.  "If  I  was 
Google,  I'd  be  thrilled.  I  can  steal  a  lot 
of  the  top  talent  out  of  Yahoo." 

Microsoft  CEO  Steve  Ballmer  has  an 
astonishingly  difficult  task  in  front  of 
him.  To  make  his  historic  bid  for  Yahoo 
pay  off,  Ballmer  will  have  to  overcome 
a  series  of  high  hurdles,  from  winning 
the  approval  of  regulators,  who  have 

warred  with  Microsoft 
in  the  past,  to  retain- 
ing key  talent  in  the 
wake  of  an  unwelcome 
takeover.  He'll  need  to 
sort  through  scads  of 
overlapping  business  - 


Nl)l 


es,  shutting  down  some  m 
and  laying  off  staff.  All  the 
while,  he  and  other  top  exi 
utives  will  have  to  make  si 
that  the  nitty-gritty  of  rrn 
ing  the  merger  work  doesr 
distract  them  from  keepin 
Microsoft's  other  busines: 
on  track  and  watching  out 
for  the  Next  Big  Thing.  "II 
mess,"  says  analyst  Charle 
Li  of  the  market  research  1 
Forrester  Research. 

The  challenge  is  made  a! 
the  more  difficult  because 
Microsoft  and  Yahoo  woul 
merge  as  two  struggling  ri' 
tr5dng  to  catch  up  in  the  or 
advertising  business  to  an 
increasingly  powerful  Goo 
That,  some  experts  say,  co 
be  an  indication  of  trouble? 
ahead.  "Virtually  all  the  de^ 
from  Hell  are  done  by  com^ 
panies  that  are  collapsing , 
each  other's  arms  like  a  defeated  prir 
fighter,"  says  Robert  F.  Bruner,  dean 
the  Darden  Graduate  School  of  Busi- 
Administration  at  the  University  of; 
Virginia  and  author  of  Deals  from  H 
book  that  examines  failed  mergers. 

"THE  SINGLE  BIGGEST  THREAT" 

The  history  of  tech  megadeals  is  litt' 
with  unfulfilled  promise.  AOL's  $l6 
biUion  acquisition  of  Time  Warner  i 
only  the  most  notorious.  There's  ali 
Lucent -Alcatel,  Sprint -Nextel,  Exc 
@Home,  and  many  more.  Tech  dea, 
are  particularly  prone  to  failure  bee 
change  comes  so  fast  in  the  sector.  „ 
distraction  from  a  problematic  dea; 
you're  left  in  the  dust. 

Of  course,  Ballmer  knows  the  hii 
and  the  challenges  ahead.  But  Mic. 
soft  has  few  alternatives.  Google  ij 
racing  ahead  in  online  advertising : 
the  surging  ad  business  threatens ' 
very  foundation  of  Microsoft's  em 
Computing  is  increasingly  moving' 
the  Web,  challenging  the  relevanci 
of  Microsoft's  core  products,  the 
Windows  operating  system  and  0; 
productivity  software.  "Google  is  ■ 
single  biggest  threat  Microsoft  ha: 
had,"  says  David  B.  Yoffie,  a  Harva 
Business  School  professor. 

Ballmer  argues  that  Microsoft, ' 


^^ 
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Credit  Suisse,  we  develop  integrated  solutions 
the  benefit  of  our  clients.  By  building  on  our 
)erience  and  expertise  in  Investment  Banking, 
/ate  Banking  and  Asset  Management, 
help  our  clients  realize  new  opportunities. 
p  has  been  our  ambition  since  1856. 
w.credit-suisse.com 


inking  New  Perspectives. 


Credit  Suisse 
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Yahoo,  can  get  the  sort  of  scale  in  Web 
surfers  and  online  advertisers  it  needs 
to  compete  with  Google.  The  same 
goes  for  capital  spending.  Microsoft 
could  boost  the  returns  on  the  money 
it  invests  in  computer  server  farms,  for 
example,  if  its  online  audience  more 
than  doubles.  "The  ability  to  do  more, 
that's  fantastic,"  Ballmer  said  in  an 
interview  with  Business  Weefe. 

What's  more,  the  company  is  hop- 
ing to  bring  together  Yahoo's  research 
and  development  staff,  who've  done 
innovative  work  in  online  advertising 
auction  theory  and  data-mining,  with 
its  own  online  lab.  Microsoft  expects  to 
reap  $1  billion  in  operating  efficiencies 
by  combining  the  14,000 -person  Yahoo 
with  the  80,000 -employee  Microsoft. 

DILEMMAS,  DILEMMAS 

Looks  great  on  paper.  The  reality, 
though,  may  be  something  else  entire- 
ly. Start  with  efforts  to  meld  or  ehmi- 
nate  overlapping  businesses.  There  are 
dozens  of  them,  everything  from  news 
Web  sites  and  Net  portals  to  e  -  mail, 
instant  messaging  services,  and  online 
advertising  technology.  To  achieve 
the  projected  cost  savings,  Microsoft 
will  have  to  choose  which  businesses 
survive  and  which  ones  don't. 

Ballmer  says:  "Yahoo,  the  brand, 
will  live."  But  eventually  he'll  have 
to  decide  between  Yahoo  Mail  and 
Microsoft's  Hotmail,  Yahoo  Finance 
and  MSN's  finance  site,  and  others. 
Inevitably,  products  will  be  jettisoned, 
managers  will  lose  clout,  and  people 
will  lose  jobs.  "They've  really  bitten  off 
quite  a  bit,"  says  Kevin  Lee,  executive 


LINKS 


Yang's  Search 

Can  Yahoo  CEO  Jerry  Yang 
keep  the  company  he  helped 
found  out  of  Microsoft's  grasp? 
His  chances  are  slim.  But  in 
"Yahoo;  Time  For  Bold  Moves?" 
at  BusinessWeek.com,  Robert  D. 
Hof  examines  the  possibilities. 


chairman  of  Didit,  a  search  marketing 
company  that  helps  companies  place 
ads  on  Google,  Yahoo,  and  Microsoft 
Web  sites. 

One  thorny  call  will  concern 
Microsoft's  adCenter  and  Yahoo's 
Project  Panama,  both  technologies 
designed  to  help  advertisers  finely 
target  onUne  marketing.  In  a  combined 
company,  there's  no  reason  for  both 
to  survive.  And  if  you  ask  Tarek  Najm, 
a  distinguished  engineer  at  Microsoft 
and  adCenter 's  general  manager,  what 
Panama  technology  he'd  like  in  his 
product,  he's  blunt.  There  isn't  any. 
"We're  the  leaders  in  technology,"  Najm 
says.  "Ours  is  better." 

Of  course,  getting  to  that  $1  bil- 
lion figure  means  cutting  bodies,  lots 
of  them.  '^The  cost  structure  of  these 
companies  is  predominantly  people," 
says  Charles  Di  Bona,  an  analyst  with 
Sanford  C.  Bernstein  &  Co.  Who  goes? 
It's  impossible  to  know.  But  it  won't 
just  be  lower-level  staff.  There's  no 
reason  to  have  two  bosses  for  e  -  mail, 
instant  messaging,  and  Web  portals. 
Ballmer  may  have  to  chose  between 


respected  mana^ 
ers  such  as  Brad 
Garlinghouse.th 
senior  vice-pres 
dent  who  runs  tf 
businesses  at  Yal 
and  Steve  Berko\ 
the  Microsoft  se: 
vice-president  V 
similar  duties. 

That  sort  of  ui 
certainty  can  en 
morale,  somethi 
Yahoo  has  already  been  struggling 
as  its  business  has  floundered.  Soir 
key  employees  have  left  in  the  past 
year,  including  sales  boss  Wenda  H 
ris  Millard,  marketing  chief  Camm 
Dunaway,  and  Yahoo  Entertainmei 
leader  Vince  Broady.  Such  defectio 
are  likely  to  mount  if  Microsoft  taki 
over,  even  among  the  Yahoo  engincj 
Microsoft  badly  needs  to  keep  in  01 
to  compete  with  Google.  "I  just  caii 
imagine  most  Yahoo  employees  wi 
ing  to  stay  on,"  says  one  former  exa 
five  who  left  last  year. 

Much  of  Yahoo's  appeal  to  empld 
has  been  its  place  in  the  Valley  firm) 
ment  as  a  Net  icon.  Being  absorbed 
Microsoft  strips  that  away.  "Peoplei 
Yahoo  have  a  little  bit  of  that  natural 
Silicon  Valley  hatred  of  Microsoft," 
a  former  Yahoo  vice-president  whc 
last  year.  "Yahoo  has  always  considi 
itself  a  bit  of  an  upstart." 

Microsoft  may  have  little  choice 
bidding  for  Yahoo.  If  it  wins,  it'll  hi 
little  room  for  error.  1 BW 1 
-With  Catherine  Holahan, 
Robert  D.  Hof,  and  Steve  Hamm 


THE  MESSY  MICROHOO!  MASH-UP 


Even  if  Microsoft  persuades  Yahoo!  to  accept  its  unsolici^ 
takeover  bid,  plenty  of  challenges  will  remain.  A  samplininl 


OVERLAPPING 
BUSINESSES: 

Microsoft  and  Yahoo 
have  dozens  of  similar 
services,  from  e-mail 
and  instant  messag- 
ing to  shopping  sites 
and  portals  yahoo.com 
and  msn.com.  Many 
must  be  folded  to  reap 
the  savings  Microsoft 
wants,  but  that  could 
flatten  morale. 


RETAINING 
TALENT: 

Yahoo  has  already 
seen  an  exodus  of 
employees,  including 
some  top  talent.  If  the 
company  is  acquired, 
business  units  are 
closed,  and  decision- 
making shifts  to  Mi- 
crosoft in  Redmond, 
Wash.,  the  departures 
could  accelerate. 


EXECUTIVE 
DISTRACTION: 

Microsoft  is  going 
after  Yahoo  to  erase 
Google's  edge  in 
online  ads.  Yet  as  the 
brass  at  the  merging 
companies  focus  on 
the  deal,  Google  will 
continue  to  raise  its 
game.  And  Microhoo! 
will  spend  less  energy 
on  the  Next  Big  Thing. 


REGULATORY 
APPROVAL:  ^ 

The  U.S.  Justice  DepL 
has  to  sign  off  on  the 
deal,  and  it  almost 
certainly  will.  But  it 
could  drag  out  the 
process  and  make 
Microsoft  sweat, 
given  the  giant's 
antitrust  history. 
European  regulators 
will  be  tougher. 


TROUBLE  WITH  ^1 
BIG  TECH  DEAL} 

The  track  record  ft  <( 
big  tech  tie-ups  is  ■ 
rible.  AOL's  marria>l 
to  Time  Warner  is  1 J 
the  most  notoriou: 
Star-crossed  deali«| 
tend  to  involve  cor  I 
panies  that  team  i 
to  gain  strength—) 
of  I  ike  Microsoft  ai<  I 
Yahoo  in  online  adrl 
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defined  for  business  by  Kyocera. 

IB  \  When  you  were  a  child,  color  made  you  more  creative  and  a  better  communicator. 
^\  Today,  Kyocera  printers  and  MFPs  can  do  the  same  thing.  From  desktop  printers  to 
~  '^  high  volume  MFPs,  our  full  line  of  products  is  designed  with  one  thing  in  mind:  to  help 
produce  compelling  documents,  reliably  and  affordably.  In  addition,  Kyocera  offers 

'e  solutions  that  help  maximize  your  hardware  investment. 

!  nee  the  wonder  of  Kyoceta  business  color.  Learn  more:  wvvw.kyoceramita.com. 
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MAD  DASH 

FOR  THE  LOW  END 

Nokia  leads  in  cell  phones  for  the  masses.  But  rivals 
are  hoping  to  steal  market  share 


By  Jack  Ewing 

If  anyone  still  doubts  that  low-in- 
come folks  make  good  customers,  they 
should  talk  to  executives  from  Nokia. 
The  Finnish  company  owes  its  40% 
share  of  the  global  handset  market  in 
large  part  to  residents  of  places  like 
Calcutta,  Lagos,  and  Shanghai,  many 
of  whom  live  on  just  a  few  dollars  a  day. 
Now,  with  the  No.  3  player.  Motorola, 
on  the  ropes,  Nokia  has  an  opportunity 
to  extend  that  lead.  But  other  rivals  are 
eyeing  the  Finns'  success  and  stepping 
up  efforts  to  woo  those  same  people. 

Motorola's  woes  create  a  substantial 
opening.  The  company  is  suffering 
after  missteps  in  emerging  markets 
and  its  failure  to  develop  a  new  model 
as  popular  as  its  smash  hit  Razr,  and 
management  may  sell  the  handset 
business.  Moto  is  particularly  vulner- 
able in  Latin  America,  where  the  U.S. 
company  and  Nokia  are  neck- and - 
neck  at  about  26%  each.  "Motorola 
is  holding  up  pretty  well  in  its  home 
territory.  But  if  the  weakness  spreads, 


there  is  potential  for  rivals  to  take 
market  share,"  says  Neil  Mawston,  an 
analyst  at  Strategy  Analytics. 

There's  no  shortage  of  contend- 
ers. Despite  Nokia's  intimidating 
position— it  has  46%  of  the  market 
in  Asia  and  66%  in  Africa,  Mawston 
estimates  —  challengers 
sense  an  opening  as  poorer 
users  trade  up  to  better 
models  with  features  such 
as  digital  cameras  or  music 
players.  Sony  Ericsson, 
for  instance,  on  Jan.  24 
launched  two  new  phones 
in  India,  including  one  with 
speakers  that  doubles  as 
an  AM/FM  radio.  "If  we're 
going  to  grow  our  share,  we 
need  to  address  [the  low -end]  market,' 
says  Howard  Lewis,  Sony  Ericsson's 
chief  of  entry-level  handsets. 

Nokia,  though,  has  proven  it  can 
exploit  market  turmoil  to  build  sales, 
and  it  goes  into  battle  with  formidable 
advantages.  The  company  earned  an 


In  Africa  and  industry-leading 

elsewhere,  poorer     erating  profit  mar 

users  are  trading       of  25%  on  handsel 
up  to  more  . 

expensive  models  sales  m  the  fourth 
quarter  of  20  07.  II 
one  of  the  most  efficient  manufacti 
ers  on  the  planet  and  has  factories  i 
or  near  all  of  the  biggest  markets.  A 
Nokia  invested  more  than  $8  billion 
research  and  development  last  yeai 
That  helped  it  offer  models  for  ever 
market  segment,  from  top -of- the - 
devices  with  GPS  and  high-resolut  j 
cameras  to  mass -market  phones  w  j 
menus  in  some  80  languages. 

ASIAN  UPSTARTS 

Even  without  unseating  Nokia,  riv; 
could  reduce  its  lead.  Korea's  Sams 
No.  2  globally,  last  year  abandoned 
seven -year -old  strategy  of  focusin  | 
on  high-end  phones.  Its  6%  share  i  j 
India  pales  next  to  Nokia's  57%,  bu 
it's  double  what  Samsung  had  in  2( 
Samsung  also  is  targeting  middle-( 
buyers  in  China  and  Latin  America, 
the  past  13  months  the  Koreans  ha\ 
sold  18  million  E25OS,  a  $150  model 
with  a  camera,  an  MP3  player,  and  1 
an  FM  radio.  "When  markets  start  t 
evolve  from  the  low  end  to  being  rm 
modern,  Nokia's  share  usually  star, 
fall,"  says  Jari  Honko,  an  analyst  at  t 
Bank  in  Helsinki. 

Nokia  also  faces  a  challenge  fror  ~ 
Asian  upstarts  offering  ultracheapa 
phones.  In  India,  Rehance  Commiil 
nications  sells  a  model  for  $19,  witj 
no  subsidies.  And  a  $30  handset  btj 
China's  ZTE  is  doing  wv 
in  poorer  Central  Euro 
countries.  Nokia,  who; 
cheapest  phones  retail: 
as  little  as  $32,  doesn't 
plan  to  beat  those  rival  | 
price.  Even  poor  custoK 
ers  are  willing  to  pay  a . 
more  for  a  phone  that  f 
stand  up  to  rugged  con 
tions,  the  company  ins 
Still,  managers  admit  t 
are  keeping  a  close  eye  on  the  com] 
tion.  "There  is  talk  again  that  othe 
are  going  to  do  more"  in  emerging 
markets,  says  Chief  Financial  Offiic 
Rick  Simonson.  "We're  ready."  1 BV 
-With  Moon  Ihlwan  in  Seoul  and 
Nandini  Lakshman  in  Mumbai 
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IT'S  HOW  WE  SEE  THE  ROAD.  Honda 
took  a  very  different  approach  to  the 
making  of  the  new  Accord.  It  isn't  a  car 
named  after  its  designer  Or  a  number, 
a  place  or  a  feeling.  It's  a  promise  to  the 
[person  behind  the  wheel.  To  connect 
[the  way  you  live  to  the  way  you  drive, 
;  bringing  you  the  kind  of  car  that  doesn't 
just  commute,  it  completes, 
^erything  in  the  new  Accord  is  guided  by  human  consideration,  carefully 
arranged  for  the  kind  of  access  that  feels  instinctive.  The  available  navigation 
screen  is  tucked  back  within  the  center  console,  out  of  the  sun's  glare,  making  it 
easier  on  the  eyes.  Its  primary  controls  have  been  consolidated  into  a  single,  user- 
friendly  dial.  Even  the  unique  design  of  the  engine  reflects  the  utmost  dedication 
to  the  driver.  With  an  available  268  hp,  complete  with  a  conscientious  ultra-low 
emission  rating,  the  engine  sits  on  specially  designed  bushings,  so  that 
it  turns  when  you  turn.  Unifying  the  road,  the  driver  and  the  car,  as  one. 


(H) 


THE  ALL-NEW  ACCORD  FROM  HONDA      BEYOND  THE  ROAD 


honda.com    1-800-33-  Honda    EX-L  V-6  model  shown.  ©2007  American  Honda  Motor  Co.,  Inc. 
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ration  by  Max  Miceli 


The  lending  industry  lowered 
standards  too  far.  Now  it's  raising 
them  abruptly,  choking  consumers 
when  they  need  credit  the  most 
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le  head  of  Canada's  Bav  of  Fundv,  the  salt  water  can  fall  a        The  first  story  in  this  weeks 

:htakin^  50  feet  from  high  tide  to'low  tide.  But  even  the  Bay     Special  Report  zeroes  in  on  the  lat- 
.  ^  -^  '^  ■'est  lending  sector  to  teel  a  squeeze: 

mdy  has  nothing  on  the  U.S.  economy,  where  money  has  gone     credit  cards  (page  34).  To  guard  prof- 
.  superabundant  to  scarce  in  less  than  a  year.  The  latest  bad     itabihty,  issuers  are  imposing  tighter 
r-v     r-  u    .    iL    TT  c>   r^  J       1  r.  v   J       u  i.  •  lending  Standards,  lowcr  huiits,  aiid 

::  On  Feb.  4,  the  U.S.  federal  Reserve  reported  a  sharp  constnc-     higher  late  fees.  Some  are  cutting  the 

of  credit  in  its  quarterly  survey  of  banks'  senior  loan  officers,     credit  lines  of  customers  who  appear 

:>pears  that  manv  banks  are  using  the  liquidity  supplied  by  big  Fed-     *°  ^^  °"  *^^  *^'■^^^■ 

But  such  actions  could  help  pre- 

cserve  interest  rate  cuts  to  heal  thejr  balance  sheets  cipitate  the  very  recession  that  the  card  issuers  fear  most. 

than  to  make  new  loans.  "Restraint  has  become  wide-  Citing  concerns  of  a  recession,  UBS  on  Feb.  4  slapped  sell 

1 ,  deep,  and  generic ,  affecting  all  types  of  borrowers  and- 1  recommendations  on  the  stocks  of  three  of  the  biggest  credit  - 

vpes  of  loan  categories,"  writes  George  Magnus,  senior  card  issuers:  American  Express,  Capital  Oite  Financial,  and 

niic  adviser  at  L'HS  Investment  Bank  in  London.  Discover  Financial. 

inericans  can 't  borrow,  they  can't  spendas  muGh^  'Itifr  How  did  we  get  into  this  mess?  One  reasorris  that  when  the 

singly  direnumberssuggestthataconsuijier-ledreces-.  tide  of  money  was  still  rolling  in,  lenders  skipped  the  tradi- 

.  likely  if  not  already  under  way.  St^ffig  stich  ifears.  the  ^  -tional  vetting  of  borrowers  and  gave  money  to  anyone  with  a 


lite  for  Supply  Management  reported  on  Feb.  >  a  sharp 
nc  in  its  index  of  nonmarnifacturingactiVitv  in  January. 
I'port  carved  370  points  from  the  lXn\  Tunes  industrial 
i;<-',  the  biggest  one-dav  loss  imu 


decent  FICO  score  -  and  plenty  of  people  with  mediocre  ones. 
The  second  story  in  our  package  explores  the  company  behind 
that  score.  Fair  Isaac  Corp.,  and  shows  how  a  good  idea  in  the 
\\  rong  hands  can  lead  to  bad  outcomes  (page  38). 
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By  Mara  Der  Hovanesian, 
Christopher  Palmeri, 
Nanette  Byrnes,  and 
Jessica  Silver-Greenberg 

Illustrations  by  Max  Miceli 


Americans  accustomed  to  cheap  and  easy  money— and  an 
economy  geared  to  their  free-spending  ways— face  a  harsh  m 
reality  as  banks  raise  rates  and  lower  ceilings  on  qiedit  cards  > 


Life  got  more  expensive  for  the  Fitzgerald  family  when  their 

daughter  was  born  last  year.  So  John,  a  bartender,  and  his  wife,  Adela 
Uchida,  an  anchor  at  a  local  TV  station,  sometimes  used  credit  cards  to 
charge  household  expenses  such  as  groceries  or  the  taxes  on  their  two- 
bedroom  home  in  Lansing,  Mich.  That's  not  an  option  anymore,  they 
say,  because  their  bank  hiked  the  rate  on  one  card  from  17%  to  25% ,  while 
another  cut  their  credit  limit  from  $13,000  to  $2,000.  Now  it's  cash  only 

for  the  couple,  who  worry  about  how  they  would  deal  with  That  leaves  strapped 

a  financial  emergency.  "The  economy  here  is  not  good,"  says  owners  can  no  longer 

Fitzgerald.  "If  something  happened  to  nie  or  my  wife,  we  bills. Tough bankruptc 

would  never  pay  off  these  balances.'"  avenue  of  escape.  So  s 

The  credit  crisis  that  began  rumbling  through  the  mort  -  to  more  perilous  meas 

gage  market  last  summer  is  now  spilling  over  to  the  nation's  and  insurance  plans  ai 

other  great  expanse  of  borrowing:  credit  cards.  Banks  have  sources  such  as  payda 

extended  $740  billion  to  Americans  like  the  Fitzgeralds,  a  15%  high  price  for  the  cash 

jump  over  the  past  five  years.  With  the  economy  weakening.  The  roots  of  the  prol 

delinquencies  are  rising,  particularly  in  states  battered  by  the  As  housing  values  balk 

housing  bust .  ing  of  financial  securi 

Thecasualties  are  piling  up.  Profits  at  Citigroup's  U.S.  their  cards  up  to  the  li: 

card  division  dropped  Si^i  in  the  fourth  quarter  from  the  they  could  tap  into  the: 

third.  JPMorgan  Chase  reported  in  the  latest  period  a  40%  tween200l  and  2006, 

year -over-year  junip  in  credit  -card  costs,  to  $1 .8  billion.  At  from  their  homes.  Asa 

Americaii  Express  provisions  for  loan  losses  rose  70%,  to  for  middle- class  Amer 

$i.S  Wnion,  i4  sign  that  even  the  well-heeled  may  be  feehng  wasinig83."Ashome] 

the  pinch.  "'.Every  day  we  obsess  [over]  how  bad  could  it  get,"  about  purchasing  all  k 

Richard  D.  Fairbank,  CEO  of  one  of  the  largest  card  issuers,  on  their  credit  cards," 


nily  when  their      Capital  One,  told  analysts  on  };ini 

^  u-        -f     A  i  ^        He  also  conceded  that  the  ni".|/ 
ndhis  Wife,  Adela     ,   , .,,.     .^ ,         ,     ■ ,  ^    ^• 
$2  bilhon  it  has  set  aside  for ) 

sed  credit  cards  to  losses  may  not  be  enough.  "Thf: 

axes  on  their  two  -  answer  is:  Nobody  knows." 

. ,  Banks  and  other  card  isstt  ^ 

on  anymore,  they  ^,.^  ,^^^^j„g  ^^^^.^  ^.^^.^^^  ^^-^  f 

1 17% to 25%,  while      interest  rates,  and  refusing  toti  / 
Now  it's  cash  only      P'°^'^'  applications  as  part  of  air  I 

clampdown  to  prevent  more  losi', '  j 
That  leaves  strapped  consumers  with  few  options.  Hoi 
owners  can  no  longer  turn  their  equity  into  cash  to  pay  I) 
bills.  Tough  bankruptcy  laws  passedin  200s  narrowedancj 
avenue  of  escape.  So  some  desperate  borrowers  are  resoa 
to  more  perilous  measures:  raiding  their  retirement  accol 
and  insurance  plans  and  seeking  loans  from  alternative  c^ 
sources  such  as  payday  lenders  and  pawnshops  that  extrl 
high  price  for  the  cash .  ' 

The  roots  of  the  problem  can  be  traced  to  the  mortgage  ivj 
As  housing  values  ballooned  over  the  past  decade,  a  warm  ti 
ing  of  financial  security  washed  over  borrowers,  who  ja.f 
their  cards  up  to  the  limit .  After  all,  when  they  hit  the  cei.H 
they  could  tap  into  their  equity  to  pay  down  their  balances! 
tween  2001  and  2006,  borrowers  cashed  out  some  $1.2  triij 
from  their  homes .  As  a  result ,  the  average  debt  -  to  -  income  ^^ 
for  middle -class  Americans  now  stands  at  141%,  doublewbl 
was  in  1^83.  "As  home  prices  went  up,  consumers  felt  coiitii  \ 
about  purchasing  all  kinds  of  extravagant  goods  and  serf 
on  their  credit  cards,"  says  Ray  Schimmel,  a  San  Diego  :ik 
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ney  who  specializes  in  bankruptcy  and  mortgage  defaults. 

Now  the  trend  has  reversed.  The  drop  in  home  prices  has 
wiped  out  billions  in  equity,  and  since  families  can  no  lon- 
ger use  their  abodes  as  ATMs,  debt  loads  are  mounting  and 
borrowers  are  falling  behind  on  payments,  At  the  Consum- 
er Credit  Counseling  Service  of  San  Francisco,  the  average 
balance  of  those  seeking  help  has  jumped  from  $14,000  to 
$27,000  over  the  past  year,  with  more  people  turning  to  plas- 
tic for  everyday  items.  From  here,  "any  kind  of  perturbation 
will  cause  families  to  go  into  financial  shock,"  says  Edward  N. 
Wolff,  an  economics  professor  at  New  York  University. 

If  that  happens,  it  could  set  off  a  chain  reaction,  with  con- 
sumer losses  crippling  lenders  and  infecting  the  markets  that 
the  banks  depend  on  to  finance  credit  -card  lending.  As  with 
mortgages ,  banks  bundle  big  chunks  of  so  -  called  credit  -  card 
receivables,  essentially  consumers' outstanding  loan  balanc- 
es. Then  they  issue  bonds  backed  by  the  bundles,  which  are 
sold  to  big  investors  such  as  pensions  and  mutual  funds. 

A  DOUBLE  SQUEEZE 

C  redit  -  card  securities  are  a  different  breed  from  those  financ  - 
ing  housing.  For  one  thing,  credit-card  debt  is  unsecured. 
That  means  if  a  borrower  defaults,  there's  no  tangible  asset, 
such  as  a  house,  that  can  be  sold  to  recoup  at  least  some  of 
the  money.  And  if  delinquencies  and  defaults  double  or  triple 
from  current  levels,  investors  will  likely  realize  losses.  If  that 
happens,  it  will  cost  banks  more  to  securitize  the  credit-card 
debt,  and  they  will  have  to  set  aside  more  capital  on  their 
books.  All  that  translates  into  another  hit  to  earnings.  "You 
have  banks  being  squeezed  from  both  mortgage  and  credit - 
card  securities,"  says  Kareem  M.  Serageldin,  global  head  of 
collaterahzed  debt  obligations  at  Credit  Suisse  Group. 

There  are  already  signs  of  weakness.  The  consultancy  Risk- 
Metrics  recently  analyzed  14  large  pools  of  credit  -  card  assets 
and  found  that  delinquencies  and  bad  loans  had  jumped  by 
as  much  as  19%  in  the  last  six  months  of  2007.  Among  the 
worst  securities  by  December:  those  issued  by  Capital  One, 
London-based  HSBC,  and  General  Electric.  "HSBC  has  ex- 
perienced higher  delinquencies  due  to  receivable  growth,  mix 
changes,  portfolio  seasoning,  and  an  increase  in  bankruptcy 


BUSINESSWEEK  TV  I  For  more  on  the  credit 
I  crunch,  particularly  the 
tightening  of  home  equity  loans,  watch  our  weekly 
show,  BusinessWeek  TV.  To  see  video  clips  or  find 
your  local  station  and  airtime  by  Zip  Code,  go  to 
BusinessweekTV.com. 


filings,"  an  HSBC  spokeswoman  said.  Capital 
One  and  GE  declined  to  comment . 

The  problems  in  credit  cards  aren't  likely  to 
be  as  heart -stopping  as  those  in  mortgages, 
where  underwriting  standards  were  thrown 
out  the  window.  Defaults  on  consumer  loans 
remain  below  the  levels  seen  in  the  recessions 
of  the  early  1990s  and  2001.  That's  partly  be- 
cause banks  flushed  out  some  of  their  worst 
card  debt  in  2005  when  consumers  flooded  the 
courts  to  file  for  bankruptcy  before  new  rules 
took  effect,  making  it  difficult  for  troubled 
borrowers  to  completely  wipe  out  their  debt. 
Then  there's  the  gravitas  of  the  industry:  The 
top  10  card  issuers,  which  account  for  95%  of 
the  market  for  credit-card  securities,  are  all 
big,  highly  rated  banks.  By  moving  quickly  to 
cut  off  risky  card  users  early,  the  big  banks  are 
hoping  to  keep  the  crunch  from  developing 
into  a  crisis. 

What  happens  to  consumers?  Nobody  re- 
ally knows,  since  the  U.S.  hasn't  faced  a  credit 
crunch  of  this  magnitude  in  25  years.  Certainly, 
many  will  try  to  live  within  their  means.  Others 
with  decent  credit  will  seek  different  sources 
of  cash  such  as  new  peer-to-peer  lenders,  which  let  ordiMyji 
people  act  as  bankers,  making  loans  over  the  Internet  toll 
rowers.  When  31-year-old  Jeejo  Pallayi  couldn't  easily  { 
loan  to  pay  off  his  high-interest  credit  cards,  the  New' 
software  systems  manager  turned  to  one  such  outfit ,  Lenn: 
Club.  He  qualified  for  a  $10,000  loan  at  9.6%,  far  less  thai^ 
12%  Citibank  offered  him.  "I  was  able  to  say  goodbye  to  til  ^^ 
cards,"  says  Pallayi. 


MAXED  OUT 

The  crisis  that  started  in  the  mortgage  market  is  spreading  to  credit  cards 


Few  families  pay  off  their  plastic. 


and  as  debt  loads  rise.. 

THOUSANDS  OF  DOLLARS 


..more  are  falling  behind 
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I  

■  2006   12007 


I  n  u  I 


1 1 1 1 1 


Data;  CardTrack.com 
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;vitably,  though,  shutting  off  the  flow  of  easy  money  will 
some  consumers,  as  it  did  70-year-old  Mary  Greenleaf 
)rth  Cape  May,  N.J.  The  retired  building  manager  relied 
edit  cards  to  supplement  her  $8oo-a-month  income 
Social  Security,  charging  purchases  at  drugstores  and 
-markets.  But  her  bank  raised  her  rate  from  17%  to  29% 
stember,  boosting  her  minimum  monthly  payments.  She 
ince  curbed  her  spending  and  moved  in  with  her  daugh- 
[  haven't  been  to  the  doctor,  since  I  don't  have  money  for 
D-pays,"  she  says.  But  the  belt -tightening  hasn't  been 
gh.  In  recent  months,  Greenleaf  has  borrowed  $3,000 
st  her  $40,000  life  insurance  policy.  If  she  falls  behind 
r  premiums — increasingly  hkely,  given  her  dire  financial 
s — she  will  have  to  pay  income  taxes  on  the  loan  as  well 
the  gains  built  up  over  the  years.  "I  wanted  to  leave  my 
ith  something,"  she  laments. 


3E LENDERS 

:y  manager  Fidelity  Investments  has  seen  a  big  spike  in 
ist  year  in  so-called  hardship  withdrawals  from  40i(k)s 
edical  bills,  college  tuition,  and  the  like.  The  price  is 
a  $10,000  40i(k)  withdrawal  costs  around  $3,800,  as- 
ig  a  28%  tax  rate  and  a  10%  penalty  for  tapping  funds 
Plus,  there's  the  loss  of  potential  investment  gains. 
nty  are  profiting  from  the  financial  wreckage.  Banks 
creasingly  pushing  secured  credit  cards,  which  require 
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borrowers  to  put  down  a  deposit  and  charge 
stiff  19%-plus  rates.  CompuCredit,  which 
specializes  in  cards  for  consumers  with  poor 
credit,  added  500,000  accounts  in  the  third 
quarter.  Collection  agencies,  too,  have  moved 
into  the  credit -card  game:  PRM  Financial 
Services  offers  debtors  a  card  at  a  fixed  rate  of 
18.9%.  "We're  talking  to  doctors,  attorneys, 
and  businesspeople,"  says  Carol  Freeland,  a 
partner  at  PRM  Financial.  "Just  because  you 
make  a  lot  of  money  doesn't  mean  you  don't 
end  up  in  trouble." 

That  may  be  why  payday  lenders,  which 
advance  customers  money  on  their  paychecks 
at  rates  of  up  to  500%,  are  migrating  to  more 
affluent  neighborhoods.  According  to  a  recent 
Brookings  Institution  study,  there  were  only 
a  few  hundred  payday  lenders  in  the  U.S.  in 
the  1990s;  now  there  are  more  than  23,000, 
with  37%  located  in  Zip  Codes  where  the  me- 
dian income  is  at  least  $48,000.  "People  who 
never  dreamed  they'd  go  to  a  payday  lender  are 
going,"  says  Gail  Cunningham  of  the  nonprofit 
National  Foundation  for  Credit  Counseling. 

Despite  attempts  by  some  state  regulators 

to  rein  in  payday  and  other  high -rate  lenders, 

the  business  is  better  than  ever.  Pawnshop  op  - 

erator  EZcorp  reported  on  Jan.  24  that  earnings 

in  the  latest  quarter  had  jumped  29%,  while 

payday  lender  Cash  America  International 

announced  the  same  day  that  profits  climbed 

21%.  Shares  of  EZcorp  are  up  20%  this  year. 

Another  sign  of  the  dismal  times:  The  Game  Show  Network 

is  developing  a  program  called  Pay  It  Back,  where  contestants 

win  money  to  pay  off  their  debts . 

The  downturn  may  be  the  start  of  a  vicious  cycle.  As  the 
housing  market  tumbles,  more  households  slide  into  fi- 
nancial peril.  Banks  pull  back  credit  even  further,  sending 
consumers  into  the  arms  of  higher-cost  lenders.  Says  Stifel 
Nicolaus  bank  analyst  Christopher  Brendler:  "We're  in  un- 
charted territory."  1 BW 1 
-With  Emily  Thornton  in  New  York 
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Help  or  Harm? 

The  debate  over  payday  lenders  rages  on.  Three  studies 
have  conflicting  views,  wrote  the  Daily  Press  in  Newport, 
Va.,  on  Dec.  1 3.  The  Federal  Reserve  Bank  of  New  York  and 
the  Center  for  Responsible  Lending  found  that  curbing  the 
practice  doesn't  help  borrowers'  debt  burden.  Both  said 
consumers  in  states  such  as  Georgia  and  North  Carolina 
bounced  more  checks  and  complained  more  about  debt 
collectors  after  payday  lenders  were  banned  there.  Yet  in  a 
University  of  North  Carolina  study,  hundreds  of  borrowers 
said  they  were  better  off  without  these  lenders. 
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By  Dean  Foustand 
Aaron  Pressman 

Illustrations  by  Max  MIcell 


The  once-vaunted  FICO  credit  scoring  system  is  now  being  j 
blamed  for  failing  to  flag  risky  home-loan  borrowers.  Will  am 
overhaul  be  enough  to  appease  angry  lenders? 


i 


From  humble  beginnings  in  1956,  Fair  Isaac  Corp/s  credit  score - 

developed  by  engineer  Bill  Fair  and  mathematician  Earl  Isaac  to  help 
banks  and  department  stores  calculate  their  customers'  creditworthi- 
ness—has  come  to  loom  over  consumer  finance  like  no  other  statisti- 
cal measure  ever  has.  The  ubiquitous  three-digit  FICO  score  now  helps 
determine  everything  from  the  interest  rates  people  pay  on  their  credit 
cards  to  their  attractiveness  as  job  candidates.  Some  hospitals  have 


the  past  few  years  a  group  of  "cri.i 
doctors"  and  mortgage  brolc' 
began  devising  tricks,  some  illej;' 
to  help  borrowers  juice  their  Fllf 
scores  to  quahfy  for  credit  cards  ij 
mortgages  on  homes  they  couki( 
afford.  At  the  same  time  new,  *j 
otic  mortgages  were  bursting  0} 
the  scene  and  Fair  Isaac  was  s 


even  begun  checking  FICO  scores  before  admitting  patients. 


to  keep  up  with  the  changes.  Byl 
end  of  the  housingboom  in  2006,  FICO's  accuracy  in  predih; 


"  FICO  is  the  wizard  behind  the  curtain  of  the  economy,"  says      ing  the  hkelihood  of  a  borrower's  repaying  a  debt  had  slipni 


Matt  Feliowes,  a  scholar  at  the  Brookings  Institution,  a  Wash  - 
ington  think  tank. 

But  with  mortgage  defaults  surging  and  credit-card  issu- 


"The  more  heavily  lenders  and  bankers  relied  on  credit  scoi  I 
the  more  mistakes  were  made,"  says  Anthony  B.  Sanders, ;-  I 
nance  professor  at  Arizona  State  University  and  former  h:    ( 


ers  bracing  for  more  problems  (page  34).  the  wizard  seems  to  of  asset  -backed  research  at  Deutsche  Bank  in  New  York.  ; 
have  lost  some  of  its  magic.  A  slew  of  unforeseen  problems,  Yet  as  FICO  was  becoming  less  effective,  lenders  were  )v 
sdme  of  Fair  Isaac's  making  and  others  not,  have  combined  to      ing  on  it  more  and  more.  In  earlier  times,  banks  would  ii< 


weakenthe  credit -scoring  system  on  which  most  U.S.  lenders  great  lengths  to  vet  potential  borrowers,  checking  pay  si 

and  investors  rely.  The  FICO  score,  last  overhauled  in  1989,  and  tax  returns,  calling  employers,  poring  over  invesliii 

is  biised  on  a  complex  formula  using  many  variables -and  account  statements,  and  on  and  on,  a  process  called  uno: 

yet  it  can  bemanipulatedlairly  easily  by  ordinary  people.  In  writing.  The  mortgage  boom  changed  all  that:  Wall  Sti 
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investment  banks  were  buying  up  every  loan  in  sight,  and 
lenders  had  to  race  to  keep  pace  with  the  surging  demand.  The 
FICO  score  became  as  important  as  a  pitcher's  earned  run  av- 
erage: It  was  a  single,  universal  statistic  that,  in  theory,  could 
communicate  a  loan's  quality  to  lenders,  investment  banks, 
and  investors.  Emboldened  by  its  success,  Minneapolis- 
based  Fair  Isaac  marketed  the  score  for  other  purposes 
and  began  offering  new  products  for  different  industries. 

Now  the  credit  markets  are  in  disarray,  and  big  mortgage 
players  like  HSBC,  JPMorgan  Chase,  and  Washington  Mutual 
—  perhaps  opportunistically— are  laying  much  of  the  blame 
at  Fair  Isaac's  feet,  arguing  that  its  score  didn't  predict  delin- 
quencies as  expected.  (Meredith  Whitney,  an  analyst  at  CIBC 
World  Markets,  called  FICO  scores  "virtually  meaningless" 
in  a  December  note  to  clients.)  Consumer  advocates  and  state 
regulators  are  clamoring  for  Fair  Isaac  to  disclose  its  formula. 
And  credit  -  card  providers  are  beginning  to  question  the  score, 
too.  "So  many  people,  I  think  incorrectly,  looked  at  FICO  as 
being  'the'  measure  of  risk,"  Discover  Financial  Services  Chief 
Executive  David  W.  Nelms  told  analysts  in  December. 

Fair  Isaac  vigorously  defends  its  product.  "We  don't  think 
FICO  scores  have  caused  or  contributed  to  the  subprime 
mortgage  problem,"  says  CEO  Mark  N.  Greene,  a  12-year  IBM 
veteran  who  took  the  helm  at  Fair  Isaac  last  February  as  its 
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problems  were  becoming  apparei| 
Lenders  that  followed  traditio! 
underwriting  standards,  he  sal 
"steered  clear  of  subprime  issues."  1 
Despite  Greene's  assertions,  ho  I 
ever.  Fair  Isaac  has  announce( 
sweeping  overhaul  of  the  FICO  sec 
its  most  dramatic  ever.  The  fi'^ 
promises  FICO  08  will  be  a  bet 
predictor  of  consumer  behavior.  "1 
version  that's  out  there  today  doe 
iine  job,"  says  Greene.  "But  FICO 
does  an  even  better  job."  Greene  a 
acknowledges  that  Fair  Isaac  1 
grown  insular,  even  arrogant,  0  "! 
the  years  as  its  hold  over  the  crec  ' 
scoring  market  strengthened.  "Ci 
tomers  haven't  always  liked  the  \    , 
we'vebehavedasacompany,"hesi'  , 
"We  haven't  always  been  as  custOi 
er-centric  as  we  should."  ' 

It's  unclear,  however,  whet''  ' 
FICO  08  will  address  all  the  problef  * 
that  hampered  the  previous  versi?^  ^ ', 
What's  more,  the  firm  isn't  roUl 
out  the  new  score  until  later  this  y 
and  banks  won't  fully  integrate  it  i' 
their  lending  models  until  2009.  E 
if  the  new  score  is  all  it's  cracked' 
to  be,  credit  doctors  will  likely  trt:' 
manipulate  this  one,  too. 

Fair  Isaac's  basic  approach 
credit  -  scoring  hasn't  changed  nin^ 
since  1956.  The  FICO  score  as 
consumers  a  rating  between  300  and  850  based  on  fai 
like  total  debt  burden,  payment  history,  types  of  loans,'- 
the  number  of  times  they've  appliedfor  credit.  (Incomei' 
a  factor.)  The  median  credit  score  is  723;  scores  above  b 
are  considered  excellent,  while  scores  below  620  are  c  < 
sidered  poor. 
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CREDIT  DOCTORS  COME  CALLING  t' 

The  firm's  first  big  deals  came  in  the  mid-1980s  when! 
ers  Club,  Bank  of  New  York,  and  Mobil  Oil  approached ' 
develop  an  automated  scoring  system  to  assess  poteL 
credit  -  card  customers  and  mail  pre  -  approval  letters  to  tl  I 
who  fit  certain  profiles.  The  firm's  statisticians  created (1 
tomized  models  for  each,  later  developing  a  generic  one  i 
any  lender  could  use.  Fair  Isaac  went  public  in  1986;  a  den 
later  mortgage  giants  Fannie  Mae  and  Freddie  Mac  begarj 
quiring  FICO  scores  on  every  loan  they  bought  from  lend'^ 
Now  more  than  80%  of  mortgage  lenders  use  the  score.  ( 
big  three  credit  bureaus,  which  collect  people's  credit  hi' 
ries,  each  offer  their  own  scores  as  well.) 

Today  FICO 's  applications  go  far  beyond  home  loans, h  Jf" 
ever.  Insurers  look  at  credit  histories  to  set  premiums.  C 
panies  pull  credit  reports  as  part  of  their  background  cb 
of  prospective  employees.  Retailers  analyze  FICO  scon 
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Hall  "piggybacks" 
off  retirees'  high 
scores  to  boost 
his  clients'  poor 
ratings 


neighborhoods  for  new  stores.  And  in 
nt  years  Fair  Isaac  has  marketed  other 
eric  models  to  help  casino  operators 
ict  which  customers  are  likely  to  be 
nost  profitable  and  health  insurers  to 
let  which  patients  are  least  hkely  to 
their  medications, 
eanwhile,  as  the  housing  market  was 
ing  up,  borrowers  and  lenders  were 
ring  out  methods,  both  legal  and 
dulent,  to  game  the  scoring  mecha- 
1— and  Fair  Isaac  failed  to  keep  pace, 
sider  the  rise  of  credit  doctoring,  a 
I  if  highly  questionable  method  for 
iting  a  borrower's  credit  score.  Larry  D. 
,  a  former  drug  addict  who  once  hved 
lomeless  shelter,  has  made  a  name  for 
self  on  Atlanta's  south  side  as  the  man 
e  if  you  can 't  get  a  car  loan  or  mortgage . 
S500,  Hall  arranges  for  a  client  to  be- 
e  an  "authorized  user"  on  the  credit- 
.  account  of  a  retiree  with  sterling 
it,  atactic  known 
'piggybacking." 
method,   says 
,canboostascore 
o  to  100  points 
lin  a  few  months. 

idy  by  credit  -  rating  agency  Fitch  Rat  - 
,  which  looked  at  loans  with  average 
3  scores  of  686,  found  that  16%  had 
loyed  the  "authorized  user"  ruse  to 
;t  the  apphcant's  score.  Fair  Isaac  says 
308  will  close  this  loophole. 

Y  HACKERS 

-lall  contends  he  can  raise  a  troubled 

ower's  score  by  50  to  200  points  even 
out  piggybacking.  He  has  figured  out 

{her  ingenious  trick:  issuing  propri- 

|/  credit  accounts  to  customers.  For 

;,  he'll  report  to  the  credit  bureaus 

he's  opened  an  account  for  a  custom- 

■th  a  $5,000  limit.  The  new  account  - 

tts  low  balance  -  to  -  credit  -  limit  ratio  -  helps  improve  the 

omer 's  score,  even  though  the  customer  can't  actually  tap 
redit  line. 

anything,  business  has  gotten  better  for  credit  doctors 
banks  began  raising  their  lending  standards.  "It's  going 
read  and  grow  more  popular  now  that  we're  in  a  tighter 
ing  environment ,"  says  Evan  Hendricks,  author  of  a  book 
edit  scores  and  editor  of  the  newsletter  Privacy  Times. 
iry  Lamb,  for  example,  sought  out  Hall's  counsel  last 
0  spiff  up  his  score  so  he  could  qualify  for  a  mortgage. 
26-year-old  owner  of  adult -oriented  Internet  sites 
Hall  has  already  helped  him  raise  his  score  from  513  to 
bly  600.  On  Hall's  advice.  Lamb  flooded  credit  bureaus 
letters  disputing  that  older  accounts  shown  as  delin- 


North  Carolina's 
Blaine  eschews 
scores  for  his  1.2- 
million-member 
credit  union 


quent  or  defaulted  were  his  — and  de- 
manded that  the  creditors  produce  the 
original  loan  contracts,  a  stipulation  of 
the  Fair  Credit  Reporting  Act.  Given  that 
defaulted  loans  can  be  sold  two  or  three 
times  between  collection  agencies,  the 
strategy  is  a  bet  that  the  current  creditor 
has  no  idea  where  the  original  paperwork 
is.  Lamb  was  able  to  remove  14  different 
debt  blemishes  from  his  record.  In  a  few 
more  months,  he  says,  "I'll  have  a  clean 
slate."  Fair  Isaac  says 
it's  sending  cease- 
and-desist  letters  to 
credit  doctors  (though 
it   won't    comment 
on  individual  "doc- 
tors") and  is  reporting  them  to  federal 
authorities. 

Credit  doctors  weren't  the  only  ones 
manipulating  FICO  scores  during  the 
housing  boom  — many   independent 
mortgage  brokers  found  ways  to  cheat  the 
system,  too.  One  software  program,  PDF 
Password  Remover  2.5,  is  easily  found  on 
the  Web.  It's  designed  to  help  users  over- 
ride the  passwords  on  protected  docu- 
ments; brokers  have 
misused  it  to  hack 
into  the  credit  reports 
being  sent  from  credit 
bureaus  to  lenders  to 
boost  FICO  scores. 
The  tactic  "was  common  enough  that 
everyone  on  the  underwriting  desk  made 
sure  they  pulled  credit  reports  [them- 
selves] so  they  won't  get  duped,"  says  one 
mortgage  underwriter  in  Dallas. 

Whole  companies  have  formed  to  help 
brokers  exploit  FICO's  flaws.  Credit- 
Xpert,  a  Towson  (Md.)  startup  founded  in 
2000,  claims  to  have  reverse -engineered 
the  formula.  With  its  tools,  which  are 
legal,  mortgage  brokers  can  run  endless 
"what-if "  scenarios  to  see  which  moves  would  boost  their 
customers'  scores  enough  to  qualify  for  a  loan.  "Demand  for 
our  services  has  gone  up  dramatically,"  says  CreditXpert  CEO 
David  G.  Chung.  "We're  now  getting  more  requests  from 
brokers  for  advanced  user  training."  Says  Fair  Isaac's  Greene: 
"We  don't  believe  it's  possible  to  reverse-engineer  the  FICO 
scoring  formula." 

Until  a  few  years  ago,  FICO  was  just  one  factor  in  the  under- 
writing process.  But  as  Wall  Street  grew  hungrier  for  mort- 
gages it  could  stuff  into  securities  and  sell  to  investors,  it  came 
to  value  FICO  as  an  easily  understood  risk  measure.  Lenders 
were  all  too  happy  to  use  it  as  a  substitute  for  laborious  under- 
writing. "There  were  investors  around  the  world  demanding 
more  and  more  deals,  with  investment  bankers  happily  sup- 
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Wachovia's 
Atkinson  tries 
to  avoid  FICO,  a 
j    strategy  that  has 
I    worked  so  far 
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ing  the  business,"  says  Ron  Chicaferro,  a  mortgage  consul- 
t  in  Scottsdale,  Ariz.  "It  trickled  down  to  the  lender,  who 
1  their  sales  force,  'The  faster  you  can  get  me  a  score  and 
36  a  loan,  the  better.  We'll  forgo  the  documentation.' " 
'hroughout  the  housing  boom,  Fair  Isaac  promoted  FICO's 
fulness  for  other  purposes,  too.  Bond  rating  agencies  re- 
i  on  it  to  assign  grades  to  mortgage -backed  securities  and 
er  more  exotic  bonds.  Over  the  years,  Fitch  Ratings  upped 
score's  weighting  in  its  model,  reflecting  the  lending  in- 
;try's  growing  reliance  on  the  measure.  "Fair  Isaac  worked 
h  us  to  develop  the  [securities]  ratings  model  with  FICO," 
s  Glenn  Costello,  co  -head  of  Fitch  Ratings'  U.  S.  residential 
rtgage -backed  securities  group. 

WARNINGS 

N  Fair  Isaac's  Greene  takes  issue  with  the  way  Wall  Street 
)lied  credit  scores  to  troublesome  mortgage -related  se- 
ities  such  as  collateralized  debt  obligations.  FICO  scores, 
;ays,  were  intended  to  measure  the  likelihood  that  a  single 
rower,  not  an  entire  pool  of  home  loans,  would  default. 
i  the  score,  he  says,  was  never  geared  to  exotic  loans 
Dse  variable  rates  could  soar.  "It  didn't  anticipate  a  prod- 
that  would  effectively  double  the  interest  rate  six  months 
vn  the  line,"  he  says.  "That's  not  the  way  the  score  is  con- 
acted."  But  his  argument  rings  hollow  to  Fitch's  Costello.  "I 
er  heard  them  warning  anyone  away  from  FICO,"  he  says, 
an't  say  we  were  ever  told  it  was  a  bad  idea."  (Fair  Isaac  says 
t  over  the  years  it  has  warned  Fitch  and  the  other  rating 
ncies  that  there  are  appropriate  and  inappropriate  ways  to 
FICO  scores.) 

v^ile  Fair  Isaac  was  singing  FICO's  praises  to  bankers  and 
ngs  agencies,  the  model  was  breaking  down.  According 
I  Fitch  study,  the  average  FICO  score  of  borrowers  who 
jped  making  home  -  loan  payments  was  58  9  in  20  o  i ,  com  - 
id  with  620  for  those  who  were  paying  on  time — a  31  -  point 
erence  that  pointed  to  FICO's  predictive  ability.  By  2006, 
ubprime  loan  volume  was  surging,  the  gap  had  closed  to 
10.  Costello  says  the  data  suggest  "there's  something 
ing  with  FICO."  Adds  Jeffrey  E.  Gundlach,  a  mortgage- 
ked  securities  expert  who  runs  the  TCW  Total  Return 
id  Fund:  "There's  nothing  in  the  FICO  score  that  worked 
3rms  of  predicting  the  default  and  delinquency  trends." 
Isaac's  own  analysis  shows  only  a  "tiny  bit"  of  erosion  in 
formula's  predictive  value  for  subprime  mortgages  over 
past  few  years,  an  amount  that's  "not  alarming,"  says  Tom 
nn,  vice-president  for  scoring  solutions, 
olden  West  Financial,  a  longtime  FICO  skeptic,  is  one  of 
few  mortgage  lenders  to  minimize  its  use  in  recent  years — 
it  credits  that  decision  for  its  below- average  mortgage 
es.  Now  a  subsidiary  of  Wachovia,  Golden  West's  delin- 


tiLE  FAIR  ISAAC  WAS  SINGING  FICO'S  PRAISES  TO 
NKERS  AND  RATING  AGENCIES,  IT  WAS  SLOW  TO 


quency  rate  on  traditional  mortgages  is  running  at  0.75%,  vs. 
1.04%  for  the  industry.  Richard  Atkinson,  who  oversees  part 
of  Golden  West's  mortgage  unit  from  San  Antonio,  says  the 
bank  calls  to  verify  employment,  examines  aborrower's  stock 
holdings  and  other  assets,  and  employs  a  team  of  appraisers 
who  are  judged  not  by  the  volume  of  loans  but  by  the  accu- 
racy of  the  appraisal  over  the  life  of  the  loan.  "The  way  we  do 
business  is  a  lot  more  costly,  and  cost  was  a  big  reason  many 
competitors  embraced  credit  scoring,"  he  says.  "But  some  of 
our  best  borrowers  had  low  FICO  scores  and  our  worst  had 
FICO  scores  of  750." 

James  C .  Blaine,  CEO  of  the  $12  billion  North  Carolina  State 
Employees'  Credit  Union,  the  nation's  second-largest,  has 
long  eschewed  credit  scores  in  favor  of  a  more  egalitarian  pro  - 
cess.  He  charges  those  of  his  1.2  million  members  who  meet 
his  underwriting  standards  the  same  flat  rate— now  6.25% 
—regardless  of  their  credit  history.  "You  shouldn't  abuse  a 
good  person  just  because  they  don't  understand  the  financial 
system,"  says  Blaine.  The  former  construction  worker  ar- 
gues that  subprime  borrowers  default  because  of  high  inter- 
est rates,  not  FICO  scores.  He  says  there's  barely  a  difference 
in  defaults  among  his  borrowers  with  the  lowest  scores  and 
those  with  the  highest .  And  of  his  members  who  would  be  tra  - 
ditionally  classified  as  subprime,  just  1.25%  defaulted  on  their 
home  loans,  well  below  the  7%  that  analysts  expect  at  lenders 
Uke  WAMU  this  year. 
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APT  ITS  MODEL  TO  RISING  DELINQUENCIES 


A  FINE-TUNED  UPGRADE 

Most  lenders,  despite  their  vocal  protests,  are  sticking  with 
the  FICO  score  for  now.  Many  have  responded  to  the  sub- 
prime  debacle  simply  by  raising  the  score  for  new  subprime 
loans.  Consider  Accredited  Home  Lenders,  a  San  Diego  firm 
that  specializes  in  subprime  mortgages.  Back  in  2004,  AHL 
could  arrange  100%  financing  to  any  applicant  with  a  640 
score— including  people  who'd  never  owned  a  home.  Today, 
borrowers  with  a  640  score  may  be  asked  to  make  a  down  pay- 
ment of  15%  or  more  just  to  get  the  loan. 

FICO  08  could  well  help  matters.  The  new  system  still 
spits  out  scores  in  the  300 -to- 850  range,  but  its  analysis 
goes  deeper.  Whereas  the  current  score  penalizes  consumers 
equally  for  any  type  of  delinquency,  FICO  08  is  fine-tuned 
to  reflect  how  many  times  a  borrower  is  delinquent  and  the 
types  of  debt  involved.  Overall,  Fair  Isaac  estimates,  FICO  08 
will  improve  the  accuracy  of  lending  decisions  by  as  much  as 
15%,  cutting  default  rates. 

But  only  two  of  the  three  major  credit  bureaus  have  agreed 
to  use  FICO  08  with  their  consumer  data.  (Equifax,  based  in 
Atlanta,  says  it  won't  implement  the  new  score.  Fair  Isaac 
sued  it  in  2006  over  a  rival  credit -scoring  product.)  Even 
after  the  credit  bureaus  get  on  board,  lenders  may  need  6 
to  12  months  to  revamp  their  systems. 
Meanwhile,  credit  doctors  and  other 
characters  will  start  lining  up  to  take 
their  whacks  at  the  new  system.  Says 
Hendricks:  "I  don't  expect  any  of  this 
to  go  away."  1 BW 1 

-With  Brian  Grow  in  Atlanta  and  Robert 
Berner  in  Chicago 
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;N'T  WORKING 


aeri  Smith  and  Keith  Epstein 

ographs  by  Jeff  Topping 

'residential  candidates  talk  big  about 
security  to  the  south,  but  so  far  electronic 
iurveiilance  costing  millions  is  doing 
ittle  to  keep;iaegals  out 

:-.-'  '"        ' -; .' ■«^'***'**"^'3*^       — "  ■      .    ■         -"■■' 

a  scene  replayed  often  along  the  southwestern  border 
he  U.S.  Helicopter -borne  Border  Patrol  agents  cruising 
we  a  stretch  of  harsh  Sonoran  Desert  known  to  immi- 
ints  as  lapuerta  dorada  (the  golden  door)  spot  a  white 
d  F-150  pickup  truck  packed  with  a  dozen  Mexicans 
■reling  northward  on  Arizona's  State  Road  286.  The  mi- 
nt smuggler  driving  the  truck  whirls  around,  floors  the 
:elerator,  and  zips  20  miles  back  to  the  border,  swerv- 

wildly  to  avoid  tire -puncturing  metal  spikes  placed 
the  two -lane  highway.  Two  helicopters  and  five  patrol 
s  follow  in  hot  pursuit.  The  truck  screeches  to  a  halt  at 
rand -new  border  fence,  and  four  of  the  men,  includ- 


.\ 
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ing  the  suspected  smuggler,  scramble  onto  the  cab's  roof, 
shimmy  over  the  barrier,  and  drop  to  the  Mexican  side. 

The  18-foot  fence— an  impressive -looking  series  of 
vertical  steel  bars,  three  inches  in  diameter,  filled  with 
concrete  and  reinforcing  rods — is  a  prototype  designed  es- 
pecially to  thwart  climbers.  As  shotgun-toting  agents  ar- 
rest the  eight  migrants  left  behind,  the  four  who  got  away 
watch  from  a  hilltop  on  the  Mexican  side  until  a  Chevy 
Suburban  pulls  up  next  to  them,  doubtless  ready  for  the 
next  run  around  the  seven -mile -long  barrier.  "Border 
fences  don't  keep  people  out —they  just  slow  them  down," 
muses  Jesus  Rodriguez,  a  15-year  Border  Patrol  veteran, 
after  the  Jan.  23  chase  near  Sasabe,  Ariz.,  one  of  the  most 
popular  crossing  points  for  migrants  trying  to  get  to  prized 
jobs  as  cooks,  nannies,  and  construction  workers.  "People 
who  want  to  get  into  the  U.S.  really  badly  won't  let  some- 
thing like  a  fence  get  in  the  way." 

AN  IFFY  PROPOSITION 

That's  not  exactly  how  Republican  Presidential  candidates 
make  it  sound  these  days  with  their  tough  talk  about  "seal- 
ing off  the  border."  Some  12  million  or  so  unauthorized  im- 
migrants are  already  in  the  U.S.,  and  nearly  half  a  million 
more  sneak  across  the  border  every  year.  Comprehensive 
immigration  reform  is  stalled  until  a  new  President  takes 
office ,  so  Republican  candidates  are  racing  to  offer  simpler 
solutions.  On  the  stump,  John  Mc- 
Cain, once  a  booster  of  more  sophisti- 
cated remedies,  now  pledges  that  "as 
President,  I  will  secure  our  borders" 
first.  Fellow  GOP  candidates  Mitt 
Romney  and  Mike  Huckabee  also  call 


Arizona:  "Show 
me  a  50-foot  wall 
and  I'll  show  you 
a  51 -foot  ladder," 
says  Governor 
Napolltano 
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Right:  Safely  back 
on  the  Mexican  side 
Below:  Surveillance 
tower  with  radar  and 
infrared  cameras 


for  a  fence.  Huckabee  blames  a  "dysfunctional"  government 
for  failing  to  keep  migrants  out. 

Anyone  who  has  spent  any  time  along  the  no  man's  land 
separating  Mexico  and  the  U.S.  realizes  that  the  proposition 
of  a  sealed  border  is  iffy  at  best.  From  Tijuana  to  Texas,  along 
nearly  2,000  miles  of  scorching  desert,  steep  canyons,  wind- 
ing rivers,  and  urban  mazes.  Federal  agents  routinely  strive 
for  the  unattainable— to  stop  the  flow  of  people  so  desperate 
for  better  lives  that  they  will  climb,  run,  swim,  tunnel,  bribe, 
and  even  hide  in  car  undercarriages  to  get  into  the  U.S.  In  the 
past  15  years  the  government  has  erected  nearly  300  miles  of 
fencing,  including  sturdy  sheet -metal  barriers.  The  number 
of  Border  Patrol  agents  has  almost  doubled  since  2000,  to 
14,900,  supplemented  now  by  up  to  3,000  National  Guard 
troops.  Still,  migrants  continue  to  cross.  And  they'll  continue 
to  as  long  as  Mexico's  per  capita  income  remains  one -fifth 
that  of  the  U.S.  —  and  employers  in  El  Norte  welcome  them. 

The  latest  chapter  in  the  effort  to  seal  the  border  is  an  ex- 
periment called  Project  28.  No  one  thinks  building  a  metal 
fence  along  the  entire  border  is  practical .  It  would  cost  billions 
to  build  and  tens  of  billions  more  to  maintain,  and  migrants 
would  still  climb  over  it  at  unpatrolled  spots.  So  the  Bush  Ad- 
ministration has  embarked  on  what  it  hopes  is  a  lower-cost, 
more  effective  alternative,  borrowed  from  Pentagon  plans  for 
future  warfare.  The  idea  is  to  connect  a  web  of  radar,  infrared 
cameras,  ground  sensors,  and  airborne  drones  to  extend  the 
eyes  and  ears  of  the  Border  Patrol.  This  "virtual  fence"  is  tak- 
ing shape  along  a  28 -mile  stretch  of  the  border  just  south  of 
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Tucson— right  where  the  high-spt. 
chase  occurred.  Nine  futuristic  tow 
rise  98  feet  above  the  desert.  Eacl 
equipped  with  radar,  cameras,  and\ 
Fi  transmitters  assembled  by  aerospf 
and  defense  giant  Boeing  to  beamii 
ages  and  information  to  a  commai 
center  in  Tucson  and  to  laptops  installed  in  50  patrol  cars 

But  Project  28  is  failing  to  do  the  job  even  on  the  small pf 
patch  it  is  meant  to  fortify.  The  effort  has  been  "more  ch 
lenging  than  we  anticipated,"  concedes  Deborah  D.  Bosi 
senior  communications  manager  for  the  Boeing  unit  thai; 
stitching  together  the  government's  Secure  Border  Initiatit 
Embarrassing  equipment  and  software  glitches  have  plagig 
Project  28,  troubles  Bosick  attributes  to  the  difficulty  of  quid 
ly  "integrating  complex,  off-the-shelf  technology."  Congru 
sional  investigators  have  warned  that  if  the  system  fails  a  sew  11 
of  tests  now  under  way,  they  may  urge  pulling  the  plug.  Hornt  iH 
land  security  officials,  meanwhile,  want  to  stick  with  Boeiflili 
and  are  spending  an  additional  $64  million  to  come  up  w 
another,  more  reliable  version .  Atli 

i 
NOT  READY  FOR  PRIME  TIME  1  le 

The  contractor  believed  its  expertise  assembling  complica '  ik; 
surveillance  systems  and  software  for  the  armed  forces  woi;  U 
help  it  build  the  better  barrier  of  the  future.  But  Boeing  lacl. 
much  awareness  of  how  the  Border  Patrol  operates  and,  w ' 
only  an  initial  $20  million  fixed  contract,  Boeing  "did  it 
the  cheap,"  says  Ahson  Rosso,  staff  director  of  a  Democrat 
controlled  House  homeland  security  subcommittee.  T 
conclusion  is  echoed  by  investigators  from  the  Governing 
Accountability  Office  (GAO)  and  the  Homeland  Seoul 
Dept.'s  Inspector  General.  Boeing  responds  that  it  is  spei 
ing  more  than  $40  million  of  its  own  money  on  the  protot]  1  t 
and  that  it's  trying  to  do  a  lot  on  a  tight  deadline. 


II 


.mong  Project  28 's  problems:  Wind  and  rain  affect  the 
leras'  image  quality.  Radar  has  been  unable  to  distinguish 
Neen  mesquite  bushes  and  clusters  of  people  or  animals, 
arly  tests,  the  laptops  in  the  patrol  cars  couldn't  take  the 
ling  of  rough  terrain.  And  Boeing  has  had  trouble  bundling 
ared  images,  radar  scans,  and  ground  sensor  readings  so 
:  they  reach  the  Border  Patrol  in  time  for  agents  to  pursue 
:ets.  "It  blows  the  mind,  the  issues  they've  had,"  says  Rosso, 
ing's  Bosick  says  the  glitches  have  been  "ironed  out." 
Project  28  does,  in  the  end,  produce  technology  that  can 
eployed  along  the  whole  border,  some  specialists  estimate 
t  the  Border  Patrol  would  need  an  extra  100,000  agents 

0  after  all  the  migrants  spotted  by  enhanced  technology. 
n  then,  undocumented  migrants  would  find  golden  doors, 
experts  like  Wayne  A.  Cornelius,  who  teaches  the  political 
tiomy  of  immigration  at  the  University  of  California  at  San 
go.  Sealing  the  border  would  simply  displace  illegal  traf- 
b  the  Gulf  and  Pacific  coasts,  he  says.  Already,  smugglers' 
ill  boats  are  transporting  migrants  to  California  from  the 

1  peninsula.  "Building  an  effective  Fortress  America,"  says 
'nelius,  "is  a  project  that  would  require  many  years  and 
e  expenditures,  with  dubious  prospects  of  success." 

Dme  advocates  still  urge  a  focus  on  real  walls,  whose  effec  - 
ness,  they  say,  has  been  amply  demonstrated  near  heavily 
lulated  areas.  One  of  the  more  celebrated  physical  fences 
14-mile-long  barrier  the  federal  government  built  along 
border  between  San  Diego  and  Tijuana,  Mexico,  a  decade 


E  BIGGER  PROBLEM  MAY  BE  ILLEGALS  WHO  DOW'T 
THER  WITH  FENCES  AND  TUNWELS:  AS  MAMY  AS 
IF  MAY  HAVE  SIMPLY  OVERSTAYED  THEIR  VISAS 


ago  at  a  cost  of  $9  million  per  mile.  The  10 -foot-high  double 
fence,  made  of  steel  mesh  and  welded  metal  panels— surplus 
airplane  landing  mats  from  the  Vietnam  War— dramatically 
cut  the  number  of  illegal  crossings  from  Tijuana,  the  Border 
Patrol  says.  Still,  many  migrants  find  a  way  across,  sometimes 
through  tunnels.  As  Arizona  Governor  Janet  Napolitano,  a 
Democrat,  has  said:  "Showme  a  50-foot  wall  andl'U  show  you 
a  51 -foot  ladder."  Fences  also  force  migrants  to  cross  at  more 
remote,  dangerous  locales  in  the  mountains  and  deserts. 


MORE  BOOTS  AND  BINOCULARS  THAN  EVER 

The  bigger  problem  may  be  those  who  don't  bother  with  tun- 
nels and  ladders.  Immigration  specialists  estimate  that  one- 
third  to  one  -half  of  undocumented  migrants  in  the  U.S.  didn't 
scale  any  border  fence.  They  are  beheved  to  have  entered  the 
country  legally  and  then  just  overstayed  their  visas.  Some  crit  - 
ics,  including  former  Mexican  Foreign  Minister  Jorge  Casta- 
neda,  think  the  rise  in  patrols  and  fence -building  has  actually 
encouraged  unauthorized  migrants  to  put  down  permanent 
roots  in  the  U.S.  —these  Mexicans  dare  not  travel  home  and  run 
the  risk  of  capture  while  trying  to  cross  back  north.  "We  have 
more  boots  and  binoculars  down  at  the  border  than  we '  ve  ever 
had,  yet  we  have  a  larger  immigrant  population  than  ever  be- 
fore," says  AngelaM.  Kelley,  director  of  the  Immigration  Policy 
Center,  a  pro -immigration  Washington  think  tank. 

The  most  effective  solution  would  probably  include  in- 
creased border  vigilance,  better  workplace  enforcement,  and 
more  visas  for  the  many  unskilled  work- 
ers needed  by  the  U.S.  economy.  The 
comprehensive  immigration-reform 
bill  pushed  by  McCain  that  failed  to  pass 
Congress  last  year  included  200,000 
two-year  visas  for  temporary  workers,  a 
path  to  legal  residence  for  undocument  - 
ed  migrants  if  they  paid  a  fine  and  agreed 
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Headed  home: 
Mexicans  seem 
unfazed  by  the 
new  enforcement 
efforts,  saying 
they'll  find  a  way 
around  them 


to  learn  English,  and  a  requirement  that  companies  ensure 
their  employees  were  in  the  country  legally.  "You  would  do  so 
much  to  secure  the  U.  S.  -  Mexico  border  if  you  just  widened  the 
legal  path  to  enter  and  work  in  the  U.  S . ,"  says  David  A .  Shirk  of 
the  University  of  San  Diego's  Trans-Border  Institute.  "If  you 
had  vdde  legal  gates,  you  wouldn't  need  high  walls." 

"WILL  AND  MONEY" 

Democratic  Presidential  candidates  Hillary  Clinton  and  Barack 
Obama  favor  comprehensive  immigration  reform  rather  than 
a  single-minded  focus  on  border  enforcement.  But  the  GOP 
candidates  have  insisted  the  effort  must  start  at  the  border. 
Kevin  Madden,  a  spokesman  for  Mitt  Romney,  says  that  while 
his  candidate  favors  sending  millions  of  undocumented  work  - 
ers  home,  "the  first  line  of  defense  has  to  be  a  robust  approach 
to  border  security.  It's  important  to  show  voters  you  have  a 
strong  approach."  Douglas  J.  Holtz-Eakin,  a  senior  econom- 
ics adviser  to  McCain,  acknowledges  that  the  goal  of  sealing 
the  border  is  "a  formidable  task."  But  he  adds:  "If  you  use  all 
of  the  tools— fencing,  more  agents,  unmanned  aerial  vehicles, 
ground  sensors,  aerial  barriers,  and  so  forth,  you  can  establish 
control  over  the  border.  It's  just  a  matter  of  will  and  money." 

Do  fences  ever  work  on  borders  anywhere?  The  threat  of 
lethal  force  makes  sealed -off  borders  such  as  the  DMZ  be- 
tween the  Koreas  and  the  Palestinian -IsraeH  barrier  highly 
unusual  cases.  Along  the  Strait  of  Gibraltar  and  around 
the  Canary  Islands,  Spain  built  a  chain  of  high-tech  radar 
stations  to  deter  migration  from  Africa — only  to  watch  illegal  - 
immigrant  traffic  flow  to  other  sea  lanes. 

Ordinary  Mexicans,  meanwhile,  seem  unfazed  by  all  the 
efforts  to  wall  them  out.  Ramiro,  who  didn't  want  to  give  his 
surname,  is  a  2l-year-old  born  in  the  Mexican  state  of  Guer- 
rero. He  was  deported  from  Arizona  in  mid  -  January  after  po  - 
lice  pulled  his  sister's  van  over  for  expired  license  plates  and 
discovered  he  was  there  illegally.  Ramiro  has  lived  in  Phoenix 


since  he  was  7,  and  he  has  no  intention  of  staying  in  Me> 
where  he  feels  out  of  place .  Scarfing  down  beans  and  rice 
charity  shelter  for  migrants  in  Nogales,  Mexico,  Ramiro 
he  plans  to  head  back  to  the  U.S.  in  a  couple  of  days.  V' 
about  the  new  fence  and  a  beefed -up  Border  Patrol?  "I'll  I 
find  a  path  around  the  fence,  or  I'll  climb  it  at  night,"  he  s ; 
shrugging.  "There's  always  a  way  to  get  around  obstacles! 
Sure  enough,  three  days  later,  Ramiro  leaves  Nogald 
3  a.m.,  walks  just  west  of  a  new  section  of  fence  under  c 
struction,  and  in  five  hours  reaches  the  town  of  Rio  F 
Ariz.,  where  that  night  he  hops  a  freight  train  for  Phoe 
Time  elapsed:  26  hours.  "Mexican  ingenuity,"  says  Ranr 
laughing,  when  contacted  on  a  friend's  mobile  phone.  Tl 
ingenuity  even  the  powerful  U.S.  cannot  fence  out.  1 BW 1 


LINKS 


What  About  the  Northern  Border? 

Mexico  isn't  the  only  challenge  for  the  U.S.  The  federal 
government  is  also  trying  to  figure  out  how  to  secure  the 
border  with  Canada— and  it's  not  easy,  reports  Washington 
Technology  magazine  (Oct.1 5,  2007).  In  a  Senate  hearing 
last  fall,  legislators  viewed  a  video  of  a  government 
investigator  posing  as  a  terrorist  sneaking  in  from  Canada. 
The  video  shows  the  investigator  lugging  a  duffel  bag  with 
fake  radioactive  material  into  the  U.S.  without  being  stopped. 
And  when  it  comes  to  surveillance,  the  heavily  forested 
Canadian-U.S.  border  poses  different  problems  from  the 
vast  stretches  of  arid  desert  on  the  border  with  Mexico. 
Sensors  may  have  to  be  mounted  on  trees  to  detect 
movement,  and  some  companies  are  developing  foliage- 
penetrating  radar.  Meanwhile,  the  U.S.  Coast  Guard  wants 
to  incorporate  the  latest  surveillance  technology  into  its 
patrols  of  the  Great  Lakes. 
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strategy 


Its  enormous  investment 
in  online  video  games 
is  a  bet  on  their  juicy 
ad  prospects 


By  Tom  Lowry 

When  Rupert  Murdoch  snatched 
MySpace.com  out  from  under  Viacom 
in  2005,  a  pall  of  self-doubt  and 
recrimination  descended  on  the  folks 
at  MTV  Networks,  owner  of  VHi, 
Spike,  and  Comedy  Central,  among 
others  properties.  They  wondered: 
Was  the  Viacom  division  that  had  once 
dominated  youth  culture  blowing  it  on 
the  Web,  where  young  eyeballs  were 
congregating? 

Today,  any  regrets  over  MySpace  are 
a  fading  memory.  MTVN  is  pushing 
hard  into  online  games  in  pursuit  of 
their  rich  advertising  potential  and 
can't  have  failed  to  notice  that  traffic 
growth  is  slowing  at  social  networks. 

No  Old  Media  company  has  placed 
a  more  far-reaching  bet  on  gaming. 
MTVN  operates  more  than  5,000 
mobile,  console,  and  online  games  and 
virtual  worlds — many  of  them  based 
on  TV  shows  such  as  MTV's  The  Real 
World  and  Nickelodeon's  SpongeBob 
SquarePants.  MTVN  has  even  cut  a  deal 
to  develop  new  titles  with  Hollywood 
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iibcr- producer  Jerry  Bruckheimer  of 
CSI  and  Armaggedon  fame .  And  this 
isn't  just  about  kids.  The  network  is 
keen  to  hook  the  growing  ranks  of 
so-called  casual  gamers,  including 
women  old  enough  to  have  a  couple  of 
teenagers  in  the  house. 

The  appeal  of  games  is  simple 
enough.  They  are  addictive— like  "digi- 
tal crack,"  says  Jeffrey  Yapp,  an  MTVN 
executive  charged  with  developing  new 
digital  ventures.  How  addictive?  Total 
time  spent  gaming  online  hit  11.4 
biUion  minutes  in  December,  up  27% 
over  the  previous  year,  according  to 
Web -traffic  tracker  comScore.  Only  e- 
mail  and  shopping  keep  people  online 
longer  nowadays.  "Of  the  traffic  to  our 
more  than  300  Web  sites,"  says  Mika 
Salmi,  MTVN's  top  digital  executive, 
"we  know  nearly  half  [of  the  visitors] 
have  played  a  game." 

AVATAR  AUDIENCES 

MTVN  started  to  ratchet  up  its  game 
strategy  three  years  ago  with  a  series  of 
acquisitions.  The  company  has  plowed 
$800  million  into  properties  that  ap- 
peal to  a  range  of  ages,  from 
Neopets,  a  virtual  world 
where  kids  create  their  own 
cartoon  critters,  to  Harmo- 
nix  Music  Systems,  which 
created  the  all-ages  Rock 
Band,  MTVN's  rival  to  the 
ultra-popular  Guitar  Hero. 
The  network  plans  to  spend 
an  additional  $500  million 
over  the  next  couple  of  years 
buying  new  titles  or  building 
them  from  scratch. 

One  big  push:  adding 
gaming  to  virtual  worlds— of 
which  MTVN  now  has  11. 
One  (currently  in  alpha  II 
testing  and  open  to  the  pub- 
lic) is  Virtual  Lower  East  Side,  where 
music  fans'  avatars  wander  New  York's 
hip  Ludlow  Street  and  sample  tunes.  To 
add  a  competitive  vibe,  MTVN  has  in- 
vited indie  bands  to  perform  virtually  in 
clubs  for  crowds  of  avatars,  who  choose 
their  favorite  acts.  The  winners — the 
actual  human  beings,  that  is —will  play 
on  the  old-fashioned  television  channel 
MTV2.  "We  can  blur  the  line  between 
fantasy  and  reality  in  a  way  that  has 
never  been  done  before,"  says  Salmi. 


O 


How  much 
advertisers 
are  expected 
to  spend  on 
online  games 
in  2012,  four 
times  '07's  total 

Data:  Parks  Associates 


MTVN  doesn't  break  out  its  gam- 
ing ad  revenues  but  says  it  has  signed 
up  dozens  of  advertisers.  Staples  Inc. 
recently  sponsored  a  game  on  Shock- 
Wave. com,  an  MTVN  site  that  attracts 
millions  of  women  users.  The  game  fea- 
tures the  Easy  Button  from  its  TV  spots 
that,  when  pressed,  magically  makes 
chores  disappear.  Women  visitors  were 
asked  to  submit  photos 
showing  why  they  needed 
an  Easy  Button.  They  voted 
on  the  top  five— including  a 
messy  garage— and  the  win- 
ning photos  were  converted 
into  digital  jigsaw  puzzles, 
which  happen  to  be  a  favor- 
ite among  women  gamers. 
MTVN  has  been  putting 
product  placements  in  its 
TV  shows  for  years.  Now  it's 
doing  the  same  thing  online. 
Consider  Virtual  Laguna 
Beach,  a  world  based  on 
the  hit  MTV  show  about 
wealthy  teenagers.  Here  vis- 
itors can  compete  in  paint - 
ball  and  other  contests.  Winners  earn 
points  that  can  be  used  to  buy  garments, 
virtual  or  real,  from  Pepsi  Style,  the 
soda  maker's  line  of  youth  apparel.  Oh, 
yes,  and  when  PepsiCo  introduces  new 
graphics  on  its  cans  in  the  real  world, 
MTVN  updates  them  on  its  virtual  soda 
machines.  If  your  avatar  recycles  a  can 
after  10  sips,  you  get  a  free  garment  for 
your  avatar  or  a  10%  discount  at  the  real 
Pepsi  Style  store  online. 
What  started  as  a  "test"  for  Pepsi 


two  years  ago  is  a  in  Virtual  Lovm 

growing  part  of  its  ^^^^  ^ide,  pb 

J    .      .    ^  can  sample  r 

ad  Strategy,  says  tunes  and  gq* 

John  Vail,  director  indie-band  slil 

of  interactive  mar- 
keting for  Pepsi-  Cola  North  Ameri 
"We  can  count  on  that  audience  be 
ingbaked-in,"  says  Vail.  "If  they  anr 
engaged  with  us  in  the  virtual  worl 
we  know  they  will  be  engaged  withli 
products  in  the  real  world."  Pepsi  hh 
a  similar  recycling  incentive  progra 
for  its  MP3  song  giveaway,  launche 
during  the  Super  Bowl  with  spokes^ 
Justin  Timberlake. 

Advertising  is  the  main  act,  and 
that 's  not  likely  to  change ,  but  MT\ ' 
also  hopes  to  sell  tons  of  virtual  andt 
nonvirtual  stuff  in  its  online  worldsi; 
It  recently  cut  a  deal  with  Nexon  of  I 
South  Korea,  a  leader  in  digital  mon 
transactions,  to  help  create  this  busi 
ness.  Last  fall,  Neopets  began  offerii 
gift  card  (for  sale  in  the  real  world)  t 
kids  can  use  to  buy  any  of  200  toys  i 
accessories  for  their  virtual  pets. 

Does  MTVN  have  the  goods  to  m; 
a  go  of  gaming?  It  faces  the  classic 
problem  of  the  Digital  Age:  how  to  I 
mone1:ize  its  Web  properties— read: 
stick  ads  everywhere— without  alia; 
ing  its  audience.  Plus,  MTVN  will  h 
to  find  ways  of  nurturing  the  creati\ 
spark  at  the  game  companies  it  has 
bought.  As  David  Cole,  an  analyst  w 
video  game  consultancy  DEC  Intel- 
ligence, says:  "The  weight  of  a  med' 
giant  may  force  a  young  industry  to  ^  j[[ 
dance  to  an  old  tune."  1 BW 1 
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Generation  MySpace 
Is  Getting  Fed  Up 

Annoyed  with  the  ad  deluge  on  social  networks, 
many  users  are  spending  less  time  on  the  sites 


By  Spencer  E.  Ante  and  Catherine  Holahan 

If  you  want  to  socialize  with  Chris 
Heritage ,  you  won 't  find  him  on  Face  - 
book.  The  27-year-old  Port  St.  Lucie 
(Fla.)  business  analyst  joined  the  social 
network  last  year  after  his  buddies 
bugged  him  to  get  an  account.  But  he 
soon  became  fed  up  with  the  avalanche 
of  ads,  especially  those  detaiUng  what 
his  friends  were  buying,  and  he  quit 
the  site  in  November.  Now,  Heritage 
expresses  himself  through  a  blog, 
happy  to  pay  $6  a  month  to  publish  on 
a  promo -free  Web  site.  "It's  worth  it  to 
not  have  to  look  at  the  ads,"  he  says. 

Uh-oh.  Social  networking  was 
supposed  to  be  the  Next  Big  Thing  on 
the  Internet.  MySpace,  Facebook,  and 
other  sites  have  been  attracting  mil  - 
lions  of  new  users,  building  sprawhng 
sites  that  companies  are  banking  on 
to  trigger  an  online  advertising  boom. 
Trouble  is,  the  boom  isn't  booming 
anymore.  Like  Heritage,  many  people 
are  spending  less  time  on  social  net- 
working sites  or  signing  off  altogether. 

The  MySpace  generation  may  be  get- 


ting annoyed  with  ads  and  a  bit  bored 
with  profile  pages.  The  average  amount 
of  time  each  user  spends  on  social  net  - 
working  sites  has  fallen  by  14%  over  the 
last  four  months,  according  to  market 
researcher  ComScore.  MySpace,  the 
largest  social  network,  has  slipped  from 
a  peak  of  72  million  users  in  October  to 
68.9  million  in  December,  ComScore 
says.  The  total  number  of  people  on 
such  sites  is  still  increasing  at  an  11.5% 
rate,  but  that's  down  sharply  from  past 
grov^^h  rates.  "What  you  have  with 
social  networks  is  the  most  overhyped 
scenario  in  online  advertising,"  says 
Tim  Vanderhook,  CEO  of  Specific  Me- 
dia, whichplaces  ads  for  customers  on 
a  variety  of  Web  sites. 

WISHFUL  THINKING? 

Advertising  on  social  networking  sites 
is  growing  fast.  Last  year  global  ad 
spending  on  these  sites  shot  up  155%,  to 
$1.2  billion,  says  researcher  eMarketer. 
This  year,  eMarketer  expects  it  to  jump 
75%,  to  $2.1  billion.  During  its  Nov.  4 
earnings  call.  News  Corp.  gave  an  up- 


beat forecast  for  Fox  Interactive  Mel^ 
which  includes  MySpace. 

But  the  forecasts  for  torrid  growt. 
may  prove  unrealistic.  Besides  the 
slowing  user  growth  and  declining . 
time  spent  on  these  sites,  users  appj 
to  be  growing  less  responsive  to  add 
according  to  several  advertisers  anoi 
online  placement  firms.  If  advertise 
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WHAT'S  NEXT 


can't  figure  out  how  to 
reverse  these  trends, 
social  networking 
could  end  up  as  a  niche 
market  in  the  online  ad 
world,  smashing  hopes 
and  valuations  across 
Sihcon  Valley. 

The  current  strength 
in  advertising  on  social 
networks  maybe  exag- 
gerated by  guaranteed 
ad  deals  and  hope- 
ful experimentation. 
Google  and  Microsoft, 
in  hot  competition 
with  each  other,  prom- 
ised a  number  of  sites 
a  minimum  amount 
of  advertising  revenue 
in  exchange  for  the 
exclusive  right  to  place 
ads  on  those  sites. 

But  the  early  results 
from  those  deals  are 
mixed.  On  Jan.  31, 
Google  said  it  didn't 
generate  as  much 
revenue  from  social 
networking  ads  as  ex- 
pected. Google,  which 
has  a  $900  million 
guaranteed  deal  with 
MySpace  for  placing 
alongside  search  results,  says  exist - 
id  approaches  aren't  working  well 
ocial  networks  so  far.  "I  don't  think 
lave  the  killer,  best  way  to  advertise 
monetize  social  networks  yet,"  said 
|gle  co-founder  Sergey  Brin. 
lien  News  Corp.  reported  its 
dngs,  it  said  revenues  for  Fox 
iractive  Media  surged  87%,  to  $233 


million.  But  $62  million  of  that  came 
from  Google's  guaranteed  deal  with 
MySpace.  It's  unclear  whether  Google, 
which  ad  experts  believe  is  losing 
money  on  the  deal,  will  sign  similar 
agreements  in  the  future. 

Another  big  slug  of  ad  revenue  is 
coming  from  companies  experiment- 
ing with  social  networks  because  they 
are  such  a  popular  new  medium.  But 
for  some,  the  results  have  not  been 
encouraging.  Many  of  the  people  who 
hang  out  on  MySpace,  Facebook,  and 
other  sites  pay  little  to  no  attention  to 
the  ads  because  they're  more  interest- 
ed in  kibitzing  with  their  friends. 

Social  networks  have  some  of  the 
lowest  response  rates  on  the  Web, 
advertisers  and  ad  placement  firms  say. 
Marketers  say  as  few  as  4  in  10,000 
people  who  see  their  ads  on  social  net- 
working sites  click  on  them,  compared 
with  20  in  10,000  across  the  Web.  Mark 
Seremet,  president  of  video  game  pub- 
Usher  Green  Screen,  stopped  advertis- 
ing on  MySpace  last  spring  because  of  a 


Social  networks'  current  advertising  strength 
may  be  exaggerated  by  guaranteed  ad  deals 
and  hopeful  experimentation 


13-in-io, 000  response  rate.  "It's  really 
hard  to  make  money  on  that  anemic 
chck- through  rate,"  says  Seremet. 

MySpace  and  Facebook  recognize  the 
issue  but  say  increased  targeting  and 
other  innovations  will  spur  users  to  pay 
more  attention.  Last  fall,  both  rolled 
out  programs  allowing  marketers  to 
pitch  products  to  people  in  hundreds  of 


categories  of  interest,  such  as  fashion 
and  sports.  News  Corp.  President  Peter 
Chernin  said  on  Feb.  4  that  response 
rates  on  MySpace  improved  as  much  as 
300%.  Owen  Van  Natta,  chief  operat- 
ing officer  at  Facebook,  says  there  wiU 
be  more  experimentation  in  the  future. 
"There's  so  much  innovation  that 
needs  to  happen,"  he  says. 

But  there's  a  catch -22:  More  ag- 
gressive ad  programs  can  lead  to  more 
frustrated  users.  Ryan  Lake,  34,  just  left 
MySpace  because  of  the  ads.  "There  are 
so  many,  and  they  are  getting  more  and 
more  obtrusive,"  he  says. 

Facebook,  the  second-largest  social 
networking  site,  which  continues 
to  grow  rapidly,  introduced  an  ad 
program  in  November,  called  Beacon, 
that  alerted  users  to  the  purchases 
of  friends  in  hopes  of  spurring  sales. 
More  than  75,000  Facebook  members 
signed  an  online  petition  against  the 
effort.  Carol  Kruse,  Coca-Cola's  vice- 
president  for  global  interactive  mar- 
keting, says  that  while  she  thinks  social 
networks  present 
a  big  opportunity, 
Coke  is  avoiding 
Beacon  for  now. 
MySpace  has 
had  complaints, 
too.  Nina  Pagani, 
a  20 -year -old 
New  York  student,  grew  furious  last 
year  when  MySpace  began  automati- 
cally posting  on  users'  home  pages  no- 
tifications of  friends'  favorite  products. 
"Your  personal  MySpace  page  became 
an  advertisement,"  she  says.  Pagani,  a 
five-year  MySpace  member,  deleted  her 
account  in  December.  "It  caused  too 
much  drama  in  my  Ufe,"  she  says.  1 BW 1 
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AUTOS 


A  Tiny  Bit  of  Sunshine 
For  Detroit 


Slashed  production  is  finally  getting  supply  more 
aligned  with  demand— and  prices  are  rising 


By  David  Welch 

Detroit's  bad  numbers  just  keep  on 
coming.  The  Big  Three's  domestic 
vehicle  sales,  market  share,  and  em- 
ployment rolls  have  all  been  declining 
steadily  for  years— and  now  a  looming 
recession  threatens  to  dampen  the 
financial  performance  of  U.S.  auto- 
makers even  further. 

But  one  vital  statistic  is  improving, 
and  it  could  represent  a  bit  of  hope: 
Car  prices  are  rising.  After  accounting 
for  rebates  and  other  deals,  the  aver- 
age vehicle  sold  for  a  record  $29,230 
in  December,  according  to  Web  price 
tracker  Edmonds.com.  That's  up 
from  $28,923  in  December,  2006.  On 
average,  2007  prices  have  been  about 
$1,000  per  car  higher  than  in  2005. 

That  may  not  sound  like  an  enor- 
mous amount,  but  General  Motors, 


Ford,  and  Chrysler  collectively  sell 
more  than  8  million  vehicles  a  year. 
So  every  additional  $100  per  vehicle 
translates  into  more  than  $800  million 
in  extra  revenue.  The  price  increase 
may  also  be  an  indication  that  the 
companies,  which  have  been  slash- 
ing production,  are  finally  getting 
the  supply  of  cars  closer  in  line  with 
demand— an  important  step  toward 
long-term  viability. 

"STARTING  TO  PAY  OFF" 

Since  2005  the  Big  Three  have  closed 
plants  capable  of  producing  2.2  million 
vehicles  annually.  An  additional 
1 . 8  miUion  vehicles '  worth  of  cuts 
have  already  been  announced.  Crank- 
ing out  fewer  cars  means  dealers  aren't 
choking  on  inventory,  so  there's  less 
pressure  to  cut  deals  with  consumers. 


Fort  Lauderdale: 
GM  and  Ford 
hiked  list  prices 
for  many  models 
in  December 


In  December,  Ford  Motor  boosted  1 
prices  by  an  average  of  $150  for  nea  |_ 
every  vehicle  in  its  lineup.  GM  impi 
similar  hikes  for  many  of  its  model; 
December  as  well.  "This  is  the  intei 
consequence  of  cutting  their  exces 
production,"  says  Jesse  Toprak,  dirt 
of  pricing  and  market  analysis  at  E( 
munds.com.  "It's  starting  to  pay  of 
Consumers  also  have  been  embi 
ing  more  expensive  products.  GM, 
for  example,  has  a  hit  with  its  new 
Cadillac  CTS  sedan.  Not  only  are  s 
up  so  far  this  year,  the  car's  averagi 
sale  price  of  $37,( 
is  $8,000  more  tl 
that  of  the  old  CT 
which  went  out 
of  production  las 
year.  The  compai. 
Buick  Enclave  sport -utility  vehicli 
has  a  sticker  price  of  $37,000— a  fr 
$14,000  more  than  the  Rendezvou 
which  it  replaced. 

While  Detroit  is  still  enticing 
consumers  with  costly  rebates,  th(i 
carmakers  are  starting  to  show  moi 
restraint.  Ford's  incentives  have 
dropped  by  about  $100  over  the  p? 
year.  GM  and  Chrysler  pushed  the  * 
average  rebate  up  to  about  $3,500 .' 
car  in  January,  but  both  companie.': 
spending  less  than  they  did  in  the ' 
three  years,  when  their  average  inci 
five  went  as  high  as  $4,500  a  vehic. 

The  Big  Three  also  are  cutting 
back  sales  to  rental  agencies,  long 
the  dumping  ground  for  unwanted' 
heavily  discounted  models.  Auto 
makers  are  not  only  selling  fewer 
rental  cars,  they  also  aren't  commi 
ting  to  buying  them  all  back.  So  rei 
agencies  are  buying  cars  loaded  wi>] 
more  extras,  which  are  easier  to  re; 
Dollar/Thrifty  Automotive  Group  j 
for  example,  said  in  its  third-quar 
ter  earnings  statement  that  its  coS' 
for  cars  rose  25%  last  year.  That  ha- 
pushed  rental  rates  to  an  average  0 
a  day,  up  $10  a  day  from  2005,  acc( 
ing  to  Abrams  Consulting  Group. 

While  the  price  increases  are  a  s  11. 
piece  of  welcome  news  for  Americ 
car  manufacturers,  they  could  eva] 
rate  if  Asian  carmakers  start  hikinj  ^ 
U.S.  vehicle  production.  But  with; 
recession  coming,  there  is  no  indie 
tion  that  they  plan  to  do  so.  1  bw  i 
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What's  Roiling  India's 
Stock  Market?  Bonds 

Mumbai  needs  a  more  robust  debt  market  to  prevent 
violent  swings  in  equities  trading 


By  Manjeet  Kripalani 
India's  markets  have  long  enjoyed  a 
reputation  for  being  well  run.  But  after 
shares  in  Mumbai  fell  10%  in  the  iirst 
57  seconds  on  Jan.  22  and  regulators 
halted  trading,  investors  started  grous- 
ing that  India's  bourses  still  have  a  long 
way  to  go  before  they're  on  par  with  the 
world's  leaders.  "India  has  made  major 
strides  with  market  reform,  but  in 
finance... it's  antediluvian,"  says  Percy 
S.  Mistry,  chairman  of  London  consul- 


tancy Oxford  International  Group. 

The  bond  market — or  lack  thereof — is 
the  core  of  the  problem.  Although  India 
has  long  had  the  regulatory  framework 
for  companies  to  offer  debt,  the  disclo- 
sure requirements  are  so  stringent  that 
few  bother.  Last  year,  Indian  companies 
issued  bonds  equivalent  to  just  1%  of 
the  country's  gross  domestic  product, 
compared  with  112%  of  GDP  in  the 
U.S.  and  10%  in  China,  according  to 
Britain's  University  of  Reading.  Lacking 


other  financial  options,  Indians  fur.f 
almost  all  their  money  into  stocks. 
"If  there  were  more  debt  available,' 
says  Alan  Rosling,  a  director  of  India 
conglomerate  Tata  Sons,  "some  inss 
tutional  investors  would  buy  and  h 
rather  than  join  the  hot  money  rusH 
in  and  out  of  equities." 

That  means  Indian  companies  o: 
sell  shares  rather  than  bonds,  and  s  i 
$50  billion  in  initial  public  offering^ 
in  the  pipeline  for  the  next  two  yeai 
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But  this  creates 
another  problem: 
IPOs  in  India  are 
painfully  slow. 
Regulators  want  all 
ofthe  country's  20 
million  individual 
investors — many  liv - 
ing  in  remote  areas 
without  comput- 
ers—to  have  a  shot 
at  getting  shares. 
So  companies  must 
also  accept  paper 
appUcations  for 
allocations.  Anyone 
wants  to  buy  must  put  down  10% 
e  value  ofthe  stock  requested.  Con- 
ently,  when  a  popular  offering  is  in 
vorks,  investors'  money  is  locked 
)r  three  weeks  while  the  shares 
larceled  out— which  saps  liquidity 
I  the  market. 

dia  paid  the  price  for  this  in  Janu- 
Reliance  Power  was  in  the  midst  of 
billion  IPO  to  fund  13  new  generat- 
)lants,  and  investors  jumped  at  the 
ice  to  buy  into  the  blue  chip.  The 
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inge  gains 
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rules 
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listing  was  oversub- 
scribed 73  times, 
meaning  Rehance  was 
sitting  on  more  than 
$21  billion  in  deposits 
just  as  the  market 
headed  south.  The 
problems  were  aggra- 
vated because  of  the 
preference  Indians 
have  for  trading  in 
futures;  last  year  121 
million  futures  con- 
tracts were  traded, 
compared  with  just  6 
million  in  the  U.S. 


SHAKY  MARGINS 

Futures  are  attractive  in  a  rising  market 
because  investors  put  down  only  about 
10%  to  25%  of  the  price  of  a  share— 
called  a  margin— but  can  capture  the 
entire  value  of  any  increase.  Losses  pile 
up  fast,  though,  in  a  declining  market. 
In  most  countries,  when  the  underly- 
ing share  price  falls,  margins  do,  too. 
So  investors  need  less  cash  to  hold  the 
stock  future.  But  when  shares  in  India 


OCT.  1.07  FEB.  6, 

Data:  Bloomberg  Financial  Mari^ets 


dive,  margins  can 
increase.  As  prices 
tumbled  in  Janu- 
ary, margins  soared 
while  billions  were 
tied  up  by  Reliance. 
The  company  asked 
regulators  to  release 
the  funds  early,  but 
by  Feb.  1,  when  the 
cash  was  finally 
available,  plenty  of 
damage  already  had 
been  done. 

India's  regula- 
tors are  starting  to 
listen  to  the  griping.  On  Jan.  30,  the 
Securities  &  Exchange  Board  said  it 
may  consider  changing  the  margin 
structure  and  will  shrink  to  five  days 
the  time  taken  to  process  IPOs  and 
simplify  disclosure  requirements  for 
bond  issues.  The  key,  says  Naina  Lai 
Kidwai,  CEO  of  HSBC  India,  is  to  make 
it  easier  to  sell  bonds  at  home .  If  not , 
"we  will  end  up  exporting  our  debt 
market  instead  of  developing  a  vibrant 
Indian  one."  iBWi 
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WORKING  LIFE 
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CONLIN 


TELECOMMUTING 


Out  of  Sight  Yes. 
Out  of  Mind,  No 


Well  into  the  work -from -anywhere 
era,  managers  are  beginning  to  ask:  Are 
the  underlings  working  remotely. .  .or 
remotely  working? 

Yes,  chained-to-the-desk  mandates 
seem  quaint  at  a  time  when  we  col- 
laborate across  continents  and  carry  the 
office  around  in  our  palms.  But  as  more 
and  more  people  decamp,  companies 
are  grappling  with  how  to  manage  these 
invisible  armies  and  what  kinds  of  people 


are  cut  out  to 
work  off  site. 
Hewlett- 
Packard  offers 
a  personality 
test  so  workers 
can  determine 
whether  they 
are  suited  to 
solo  toiling  in 
pajamas.  Among 
other  things,  the 
test  assesses  whether  workers  can  handle 
limited  supervision.  But  even  those  who 
can  require  some  face  time.  Research- 
ers at  IBM  learned  that  if  teams  went 
more  than  three  days  without  gather- 
ing, their  happiness  and  productivity 
suffered.  Now  managers  are  required  to 
bring  teams  together  at  least  once  every 
three  days— physically  or  virtually— for 
reasons  that  have  nothing  to  do  with 
completing  an  assignment . 

Managing  remote  workers  is  Uke  en- 
abling an  ecosystem.  Executives  at  IBM 
and  HP  are  schooled  in  setting  up  ways 
to  gauge  the  productivity  of  people  they 
rarely «ee.  The  most  important  ingredient 
in  making  these  arrangements  work:  trust. 


GOING  GREEN 


Sorry,  I  Composted 
Your  Memorandum 


Hot  on  the  green-office 
trend  is  Marriott  Inter- 
national. The  hotelier's 
employee  cafeteria 
recently  dumped  plastic 
and  paper  containers, 
replacing  them  with  real 
plates  and  compostable, 
potato -based  containers 
called  SpudWare. 

Paper  cups  are  passe: 
Employees  receive 
thermoses  for  coffee, 
and  those  caught  with  a 
Starbucks  cup  may  get  an 


eco- shaming.  Marriott 
has  passed  out  reusable 
water  bottles  that  can  be 
filled  straight  from  the 
tap.  Workers  can  trade  in 
burnt-out  regular  bulbs, 
from  home  or  work,  for 
compact  fluorescents.  The 
company  also  has  green 
ambassadors  to  spread  the 
word  on  turning  off  lights, 
shutting  down  electron- 
ics, printing  double- 
sided,  and  forgoing  paper 
whenever  possible. 

Yes,  some  resisters 
grumble.  But  the  com- 
pany says  the  cost- 
savings  easily  outweigh 
any  employee  agita. 


TALENT  HUNT 


A  Stable  of 
Execs-to-Go 

Hollywood  has  talent  agen- 
cies. Now  the  corporate  woi  | 
has  one,  too:  the  Business 
Talent  Group.  Billing  itself  £ 
an  "executive  talent  agency 
BTG  is  at  the  forefront  of  wl ' 
management  tj^jes  call  the 
talent  -  on  -  demand  busines 
This  is  the  future,  writes  Pe 
Cappelli,  a  Wharton  manag  I 
ment  professor. 

Venture  capitaUsts  have 
long  kept  executives  on  ice  ■ 
ready  for  the  next  startup. 
Now,  thanks  to  a  volatile 
global  economy  and  quick- 
silver business  trends,  coml 
panics  also  need  to  tap  tale:J 
on  a  flexible,  real-time  basi> 
BTG's  500  -plus  seasoned  e 
ecutives  can  be  placed  with 
five  days.  The  company 
charges  a  percentage  of  sab  I 
for  the  duration  of  employi 
ment,  so  it's  pay  as  you  go.  > 

So  far,  BTG's  stars  have 
ended  up  at  places  like  Silv 
Lake  Capital,  Fox  Mobile, 
Dun  &  Bradstreet,  Novar- 
tis.  National  Geographic, 
and  MOCA.  Does  this  mak(> 
BTG's  CEO,  Jody  Greenstoi 
Miller— formerly  of  Maverc 
Capital  and  Walt  Disney  -' 
corporate  version  oiEntoui 
rage  uber- agent  Ari  Gold? 
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and  Adobe  make  it  simple  to  securely  share  information.  Adobe  Acrobat  8 
!ssional  is  designed  to  allow  you  to  create,  combine  and  secure  files  into  one 
document  with  ease.  And  when  Adobe  Acrobat  8  Professional  is  running  on  the 
)mizable  Dell  Precision  T3400,  you  can  maximize  productivity. 


ADOBE  ACROBAT  8 
PROFESSIONAL  COMMUNICATE 
AND  COLLABORATE  WITH  THE 
ESSENTIAL  PDF  SOLUTION 


Dell  Precision"  T3400 
Workstation 

Versatile  yet  compatible. 

A  blend  of  power  and  performance. 

Starting  at: 

n689 

Includes  19"  E198FP  Analog  Flat  Panel 
Order  code:  BWCM9FQ 


Adobe'  Acrobat'  8  Professional: 
An  additional  420 


Software,  documentation  or  packaging 
may  differ  from  retail  version. 


Adobe 


To  talk  to  a  smgll  business  expert,  call 
800.374.9526  or  visit  DEIJL.CPM/Share8 
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TURNAROUNDS 


Solving  Tyco's 
Identity  Crisis 


CEO  Ed  Breen  has  restored  credibility.  Now  the  hard 
part:  Making  sense  of  its  mishmash  of  businesses 


By  Brian  Hindo 

Edward  D.  Breen  has  worked  hard  to 
clean  up  the  mess  Dennis  Kozlowski 
left  at  Tyco  International.  Now,  Breen 
faces  an  even  harder  job:  proving  he 
can  run  Tyco's  diverse  businesses. 

When  Breen  arrived  in  inid-2002, 
Tyco  was  a  $40  billion  empire  con- 
structed for  all  the  wrong  reasons— size 
without  strategy,  dealmaking  without 
management.  By  the  time  Kozlowski 
was  indicted  for  pilfering  money  from 
the  company  coffers,  Tyco  had  taken 
massive  asset  writedowns,  it  faced  a 
looming  debt  crunch,  and  its  account- 
ing was  in  question.  (It  was  determined 
"aggressive"  by  regulators,  but  not 
fraudulent.) 

Indeed,  Breen  has  been  on  the  crisis 
management  beat  since  his  first  day 
on  the  job.  In  the  past  five  years,  he 
and  his  team  have  replaced  the  board 
and  much  of  the  senior  management, 
hacked  three-quarters  off  the  debt 
load,  settled  most  of  the  outstanding 
shareholder  lawsuits,  and  restored 
Tyco's  credibility  in  the  eyes  of  credi- 
tors, investors,  and  its  own  employees. 

Through  all  the  triage,  the  new 
management  team  tried  to  make  sense 
of  the  complex  tangle  of  businesses 
Kozlowski  had  thrown  together.  The 
coup  de  grace  on  the  scandal -plagued 
era  came  last  June  as  Kozlowski  was 
serving  his  8-to-25-year  term  in 
federal  prison.  Breen  broke  Tyco  into 
three  parts,  spinning  off  the  health- 
care division,  now  called  Covidien,  and 
the  Tyco  Electronics  unit  as  indepen- 
dent entities.  The  moves  helped,  but 
as  the  chairman  and  chief  executive  of 
the  new  Tyco  International,  Breen  is 


Al 


FEASTING  ON  LEFTOVERS 

The  new,  slimmer  Tyco  International  has  a 
bunch  of  good  businesses,  but  do  they  belong 
together? 


ADT  WORLDWIDE 

$7.6  billion* 

Biggest  division  and  best- 
known  Tyco  brand,  sells 
home-security  monitoring 
systems 


FLOW  CONTROL 

$3.8  billion 

Fastest-growing  unit  makes 
valves  and  pipes  for  the  red 
hot  oil  and  gas  and  water 
industries 


FIRE  PROTECTION 

$3.5  billion 

Makes  everything  from  res 
pirators  to  fire-dousing 
chemicals  to  sprinkler 
systems 


ELECTRICAL  &  METAL 

$2.0  billion 

Manufactures  materials  for 
infrastructure  projects  such 
as  pipes,  wiring,  razor  fenc- 
ing; likely  to  be  sold  off 


^»— : 

SAFETY  PRODUCTS 

^m   ^r_^^H 

$1.8  billion 

Sells  video  security  and 

«>  J3 

access  control  systems;  also 

^^^ll 

makes  products  for  fire- 

*^ 

related  markets 

still  left  with  a  fundamental  questic  1 
Why  does  Tyco  exist?  "It  is  a  coUec  1 
of  decent  businesses,"  says  Robert  1 
Mittelstaedt  Jr. ,  dean  of  the  W.P.  C<  ■ 
School  of  Business  at  Arizona  State 
University.  "The  question  is,  do  the^ 
make  sense  [together]  going  forwari 


KEEPING  EXPECTATIONS  LOW 

Starting  from  scratch,  Breen  proba 
wouldn't  have  drawn  up  his  curren 
portfolio  of  businesses.  If  Tyco  wa; 
sprawling  $40  billion  conglomerat 
in  2002,  today  what  Breen  reflex- 
ively  calls  "new  Tyco"  is  a  slightly 
sprawling  $18  billion  congL 
erate.  It  includes:  security 
business  ADT,  a  fire  protec 
unit,  a  red-hot  valve  busim 
safety  products  manufactu 
ing,  and  an  industrial  meta 
operation  (table).  The  lefto 
do  have  a  iinancial  affinity, 
Breen— all  generate  health]* 
cash  flow  ($800  million 
in  2007),  have  recurring  re 
enue,  and  require  relativel} 
capital  investment.  (Resea: 
and  development  last  year,i 
example,  was  just  $121  mill! 
But  the  pruning  isn't  done 
"We're  going  to  exit  busim 
es,"  says  Breen,  who  adds  t 
his  goal  is  to  focus  tightly  c 
security,  fire,  and  valves. 
The  sort  of  existential 
anxiety  Tyco  must  deal  wi 
is  a  fact  of  life  for  any  conn 
glomerate.  (No  one  has  to  > 
Nike  what  it  does  for  a  livi 
And  each  successful  one,  i 
a  titan  like  General  Electri 
to  smaller  ones  like  Emers 
Electric  or  Danaher,  has  a  i 
ferent  strategic  rationale  f 
its  collection  of  businessei 
"There  are  plenty  of  compi 
that  exist  successfully  at  t ', 
size  of  Tyco,"  says  Nicole  1 
ent,  a  multi- industry  corn 
analyst  at  Credit  Suisse. " 
weaves  them  together  is  tl 
operating  culture." 

The  problem  for  Breen  i 
no  one  is  quite  sure  what  t  • 
operating  culture  at  Tyco  ] 
like.  That's  because  the  co 
ny  has  spent  much  of  the  { 
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WHAT'S  NEXT 


years  assuaging  creditors,  quelling 
luits,  and  dealing  with  Securities  & 
lange  Commission  inquiries.  "The 
ent  management  team  has  been 
ised  on  nonoperational  issues," 
Parent.  "The  underlying  task  at 
i  has  changed  dramatically." 
)  far,  investors  have  been  slow  to 
1  on  to  the  new  Tyco's  story.  "I 
't  think  it  has  fully  gotten  trac- 
,"  Breen  admits.  Since  the  spin- 
last  June  29,  Tyco  shares  are  down 
I,  trading  at  a  recent  41.  Similarly 
d  conglomerate  Danaher's  shares 
;  slipped  just  4%,  while  Emerson 
trie  has  seen  shares  tick  up  6%. 
lysts  on  Wall  Street  have  taken  a 
;-and-seeapproach,  with  half  of 
14  rating  Tyco  "hold"  or  "sell." 
iversified  peers,  of  course,  have 
orical  legacies  and  years  of  man  - 
nent  tradition  to  guide  them, 
o's  past,  by  contrast,  is  of  little  use 
reen.  Indeed,  one  of  his  lirst  points 
rder  was  to  sweep  the  company  of 
ly  of  its  deal-frenzied,  Kozlowski- 
nanagers.  "They  were  private-eq- 
-type  people,"  Breen  says.  "When 


LINKS 
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To  Diversify— or  Not? 

The  "conglomerate  discount"  holds 
that  shares  of  a  multi-Industry 
company  will  always  trade  lower 
than  those  of  single-focus  rivals. 
This  conventional  wisdom  is 
controversial  in  academia.  For 
example,  Harvard's  Belen  Villalonga 
has  done  work  showing  diversifica- 
tion in  related  industries  can 
actually  earn  a  premium.  Research- 
ers on  all  sides  of  the  debate  v»ere 
asked  how  they  teach  the  topic  to 
MBA  students;  the  results  were 
published  on  the  Web  site  of  the 
Social  Science  Research  Network 
in  2003  as  a  white  paper,  Research 
Roundtable  Discussion:  Tlie 
Diversification  Discount. 


I  first  got  here,  I'd  talk  about,  'We're 
not  doing  any  more  acquisitions,  we're 
going  to  focus  on  operational  execu- 
tion.' Some  of  them,  I  could  just  watch 
their  eyes  roll  up  in  their  head."  He 
says  he  has  replaced  more  than  half  of 


the  company's  senior  management. 

So  far,  in  just  two  quarters  of  "new 
Tyco,"  Breen  has  tried  to  keep  expecta- 
tions low  as  the  company  refocuses 
on  operations.  On  Feb.  5,  Tyco  showed 
progress  on  that  front,  reporting  $369 
million  in  first -quarter  operating 
income,  more  than  double  the  prior 
first  quarter,  on  $4.9  billion  in  sales, 
a  12%  increase.  Net  income,  because 
of  restructuring  charges  and  a  higher 
tax  bill,  fell  by  half.  The  results  easily 
outpaced  analysts'  subdued  estimates: 
They  "perhaps  reflect  better  business 
quality  than  many  have  been  assum- 
ing," wrote  JPMorgan  analyst  Stephen 
Tusa  in  a  note  to  chents. 

The  days  ahead  won't  be  as  excit- 
ing as  the  deal-a-minute  Kozlowski 
regime.  Breen  sees  room  to  push  for 
operational  improvements  at  the  busi- 
ness lines:  "This  company  did  over  600 
[deals]  and  didn't  integrate  them,"  he 
says.  Tyco's  Earth  Tech  infrastructure 
business  is  already  on  the  block  and  is 
expected  to  fetch  more  than  $1  billion. 
Kozlowski's  legacy  is  iixed.  Clearly, 
Breen's  is  still  a  work  in  progress.  1 BW 1 
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MARKETING 


Is  the  Bloom 
Off  at  FTD? 


The  flower  giant,  burdened  with  debt,  faces  newly 
aggressive  challenges  from  its  two  main  competitors 


By  Christopher  Palmeri 

With  Valentine's  Day  nigh,  the  big 
flower  merchants  have  slipped  into 
marketing  overdrive— creating  bou- 
quets with  names  like  Petal  Poetry, 
Love's  First  Bloom,  and  Butterfly  Kiss- 
es. Behind  the  scenes,  though,  it's  war. 

FTD,  burdened  with  debt  following 
a  stint  in  the  hands  of  private  equity, 
finds  itself  in  a  squeeze  play  between  its 
two  main  rivals.  Both  1-800 -Flowers, 
com  and  Teleflora  have  entered  retail 
and  wholesale  businesses  FTD  has  long 
dominated.  To  make  matters  worse,  the 
$19  billion  industry  is  slowing  along 
with  the  economy. 

Four  years  ago,  Los  Angeles  buyout 
shop  Leonard  Green  &  Partners  paid 
$420  million  for  FTD  Group.  It's  not 
hard  to  see  what  the  private  equity  guys 
liked:  FTD  has  an  outstanding  business 
model.  It  takes  orders— say,  for  a  dozen 
long -stemmed  roses— and  sends  them 
to  a  network  of  20,000  florists  that,  in 
exchange  for  the  business,  pay  about 
$300  a  month  in  membership  dues. 
FTD  doesn't  pay  for  the  flowers,  ar- 
range them,  or  deliver  them  but  collects 
at  least  7%  of  the  purchase  order.  So  the 
company  throws  off  a  lot  of  cash.  Plus, 
CEO  Michael  J.  Soenen  has  kept  a  tight 
rein  on  expenses,  lifting  profits. 

Trouble  is,  revenues  are  flat  (thanks 
in  part  to  discontinued  products,  says 
Soenen)  and  might  be  shrinking  if,  in 


Leonard  Green  &  Partners  bought  FTD  in 
2004.  Before  relisting  it  in  2005,  the  private 
equity  shop  loa^ded  it  up  with  millions  in  debt 


2006,  it  hadn't  acquired  a  British  floral 
network.  Even  worse,  before  relisting 
the  company  in  2005,  Leonard  Green 
loaded  up  FTD  with  $250  miUion  in 
debt.  Add  $50  milhon  borrowed  for  the 
acquisition,  and  you  have  a  company 
that  may  be  loath  to  spend  at  a  time 
when  its  rivals  are  muscling  in. 

The  biggest  thorn  in  FTD's  side  is 
l-800-Flowers.com.  Founder  James 
F.  McCann  transformed  the  industry 
by  allowing  people  to  order  flowers  by 
phone.  Last  year,  1-800-Flowers  took 
in  11.6  million 
orders  for  flowers, 
candies,  and  gift 
baskets  in  the 
U.S.,  vs.  FTD's 
4.6  million. 
For  years, 


WHAT'S 


McCann  used  FTD's  florist  networ 
complete  orders.  Then,  two  years  a 
he  decided  to  take  on  FTD,  forming 
own  network,  called  BloomNet.  M( 
Cann  has  been  offering  florists  rebi 
to  persuade  them  to  use  his  networ 
He  says  9,000  have  signed  up  sofa 
And  though  his  network's  revenue; 
a  quarter  the  size  of  FTD's,  Bloomf 
growing  much  faster. 

Presumably,  Teleflora  is  also  giv: 
Soenen  heartburn.  For  years  the  pr 
vately  held  company  mostly  handl 
orders  between  florists.  But  now  it 
making  a  bigger  play  for  FTD's  (an 
1  -  8  0  0  -  Flowers ' )  consumer 
business,  too.  Teleflora  says 
online  store,  launched  in  20 
is  growing  at  a  double -digit 

BIG-NAME  BOUQUETS 

Given  the  competitive  press 
Brean  Murray  Garret  analysl 
Beder  figures  Soenen  shoulc 
two  things.  One  is  cut  florist 
membership  fees  to  prevent  \ 
from  losing  business  to  1  -  8c  1 
Flowers.com.  Beder  also  thi;ii 
Soenen  should  spend  more  c 
advertising.  By  contrast,  Tek 
flora  says  it  has  stepped  up  a 
spending.  It  is  sponsoring  Nf 
America's  Favorite  Mom  cod 
on  Mother's  Day  and  is  offer- 
ing  Valentine's  Day  rose  buyi 
a  chance  to  win  a  $50,000 
diamond  necklace.  Not  to  hi 
out,  i-8oo-Flowershastear3 
up  with  Martha  Stewart  to  create  a  i 
of  bouquets  that  will  debut  this  spn 
FTD  isn't  exactly  sitting  around  ' 
watching  the  grass  grow.  The  compi 
has  signed  up  Vera  Wang  and  Todd  1 
ham  to  create  bouquets.  It  is  offeriri 
flowers  grown  sustainably  and  arra' 
in  vases  made  from  recycled  glass.  1 
Soenen  says  FTD  can  afford  to  spei? 
more*  But  he  is  profit- obsessed -ai 
handily  beat  Wall  Street's  expecta- 
tions last  quarter.  Plus,  since  this  is 
cash-flow  play,  the  stock,  now  at  al 
13,  would  probably  suffer  if  he  start 
throwing  money  around.  Not  that  t 
will  be  Soenen's  problem  much  Ion 
Sometime  after  Mother's  Day,  he  is 
stepping  down  as  CEO  (though  he  \ 
remain  chairman).  His  successor  w 
inherit  a  bed  of  roses.  1 BW 1 
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0  QAA  on  Money  Market  Funds 
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A  FEW  GEMS  AMID 
THE  FINANCIAL  ASHES 


By  Aaron  Pressman 


Everyone  knows  the  financial-services  sector  has  been  a  train  w/reck,  with  subprime  disasters  cai 
ing  billions  in  earnings  writedowns  and  sending  financial  stocks  down  21%  in  2007. 1  Since  then,  thfc 
stocks  have  remained  volatile,  shooting  up  16%  after  the  Federal  Reserve  cut  interest  rates  by  0.759' 
on  Jan.  22,  only  to  cede  almost  half  that  ground  in  the  first  few  days  of  February.  It  can  take  couragei: 
venture  into  such  a  scene,  but  some  big -name  investors  see  pockets  of  value  in  the  wreckage. 


The  smart-money  set's  interest  highlights 
the  fact  that  many  stocks  and  bonds  are  prob- 
ably mispriced  and  tarred  by  the  fear  and 
loathing  surrounding  all  financial  assets.  That 
means,  depending  on  how  much  risk  you're 
comfortable  with,  this  may  be  a  good  time  to 
stake  out  areas  of  the  market  that  offer  rewards 
attractive  enough  to  compensate  for  the  very 
real  dangers  that  still  exist. 

Investors  testing  the  waters  include  Bill  Gross, 
manager  of  the  world's  biggest  bond  fund,  the 
$n2  bilhon  Pimco  Total  Return  Fund.  Gross  says 
he's  swapping  Treasury  bonds  for  debt  issued  by 
Citigroup,  Bank  of  America,  and  Wachovia.  Also 
dabbling  in  the  sector  is  71-year-old  value  man- 
ager David  Dreman,  who  says  the  stock  market 
is  in  the  midst  of  a  "classic  panic."  Dreman  has 
increased  his  Bank  of  America  and  Wachovia 
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holdings  while  adding  shares  of 
other  "strong  companies  "  in  the 
financial  sector  that  he's  not  ready 
to  name  yet. 

If  a  late -January  investing  con- 
ference sponsored  by  Citigroup 
is  any  indication,  more  investors 
may  jump  in  soon.  Financial -services  company 
executives  made  their  pitches  to  standing- 
room-only  gatherings  in  the  ballroom  of  New 
York's  Waldorf  Astoria.  "Everybody's  crowding 
around  now,"  says  David  Ellison,  manager  of 
several  financial  sector  funds  for  FBR  Funds. 
"The  dangers  are  being  mitigated  by  the  ac- 
tions of  the  Federal  Reserve  and  the  rest  of  the 
federal  government."  Ellison,  who  got  his  start 
as  a  banking -sector  analyst  under  Peter  Lynch 
at  Fidelity  Investments  in  the  1980s,  says  the 
current  mess  isn't  so  different  from  previous 
financial -sector  blowups.  And  thanks  to  ample 
investment  funds  piHng  up  in  Asia  and  the 
Mideast,  he  notes,  there's  no  shortage  of  capital 
for  banks  in  need. 

Companies  like  Citigroup  and  Merrill  Lynch 
that  have  had  some  of  the  biggest  problems 
with  subprime  mortgages  carry  the  highest 
risks.  The  stocks  have  hit  record  and  near- 
record  lows  when  judged  by  many  standard 
valuation  measures.  But  with  the  possibility  of 
more  losses  and  write-offs,  it's  hard  to  know 
how  much  to  trust  the  numbers  used  in  some 
of  those  measures.  For  example,  in  December, 
before  fourth -quarter  earnings  reports  rolled 
in,  the  earnings  figure  used  to  come  up  with  the 
sector 's  price  -  earnings  ratio  resulted  in  a  p  -  e 
of  less  than  10.  That  compares  with  a  10-year 
average  of  16,  according  to  Bespoke  Investment 
Group,  so  the  stocks  looked  cheap.  But  after 
lousy  fourth -quarter  earnings  results  came  out, 
plugging  the  lower  earnings  number  into  the 


"The  clangers  are  being  mitigated  by  the 
actions  of  the  Federal  Reserve  and  the  rest 
of  the  federal  government" 


formula  sent  the  sector's  p-e  back  up  to  15.6. 

Even  more  challenging,  the  past  several  years 
saw  big  banks  and  brokerages  make  a  killing  by 
selling  securities  backed  by  subprime  mort  - 
gages  and  other  shaky  assets.  That  business 
has  all  but  dried  up.  Wall  Street  sold  $18  billion 
worth  of  U.  S.  asset  -backed  securities  this  Janu- 
ary, down  86%  from  January,  2007,  according  to 
market  tracker  Dealogic.  "A  lot  of  high-quality 
names  look  reasonably  priced,"  says  Walter  Mc- 
Cormick,  manager  of  Evergreen  Fundamental 
Core  Large  Cap  Fund.  "But  the  very  biggest  are 
going  to  have  big  revenue  holes  to  fill." 

STAYING  AFLOAT 

Not  every  big  name  has  been  dragged  down 
to  the  same  degree.  While  Merrill's  stock  has 
fallen  50%  in  the  past  year  and  Citi's  42%, 
insurance  giant  AIG  has  declined  24%  and 
trades  at  about  10  times  its  annual  earnings 
per  share;  its  average  p-e  for  the  past  five  years 
is  above  17.  The  company  said  in  December 
that  its  mortgage  investments  had  lost  about 
$3.5  biUion,  far  less  than  major  banks  and 
brokerages  and  less  than  one  -half  of  1%  of 
the  insurer's  total  assets.  "They  have  minimal 
subprime,  they're  well -capitalized,  and  the 
stock  is  in  good  shape  to  recover,"  McCormick 
says.  He  and  other  fund  managers  have  also 
bought  shares  of  Wells  Fargo  of  late,  spark- 
ing a  30%  rally  in  the  second  half  of  January; 
the  stock  gave  up  almost  half  that  advance  by 
Feb.  5.  The  bank  will  gain  substantial  market 
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share  in  mortgage  lending  now  that  many  of 
the  smaller  players  have  been  driven  out  of  the 
business,  McCormick  says.  And  less  competi- 
tion will  mean  more  profitable  lending. 

Shares  of  regional  banks  may  be  a  much  less 
risky  play.  The  stocks  of  many  of  these  banks 
have  dropped  based  on  the  same  fears  that  hit 
bigger  institutions  even  though  they  didn't 
make  many  subprime  loans.  These  banks, 
which  have  concentrated  on  more  traditional 
lending  activities,  are  poised  to  profit  from 
the  Fed's  sharp  rate  cuts,  which  lower  their 
expenses.  For  example,  Astoria  Financial  is  a 
savings  -  and  -  loan  based  on  New  York 's  Long 
Island  that  caters  to  diverse  ethnic  popula- 
tions around  Manhattan.  Its  fourth -quarter 
profits  were  hurt  by  the  narrow  gap  between 
short-term  rates  Astoria  pays  to  borrow  and 
long-term  rates  it  charges  on  loans.  That's 
all  changed  now.  FBR  manager  Ellison  likes 
Astoria,  along  with  stocks  such  as  Washington 
Federal  in  Seattle  and  Hudson  City  Bancorp  in 
New  York.  Investors  can  buy  a  diversified  index 
of  such  companies  with  the  KBW  Regional 
Banking  Fund,  an  exchange -traded  fund  that 
holds  50  banks  from  around  the  country. 

TAKING  SHELTER? 

Fear  of  financial  fallout  is  also  leading  to  op- 
portunities for  some  real  estate  investment 
trusts  (REITs).  While  many  REITs  own  houses 
or  buildings  whose  value  is  decUning,  some 
speciahze  in  owning  mortgages  and  mortgage - 
backed  securities.  Veteran  fund  manager  Wally 
Weitz,  co-manager  of  Partners  Value  Fund, 
has  bought  shares  of  one  such  REIT,  Redwood 


Trust,  that  yields  7% 
even  after  a  28%  rally  in 
its  stock  price  this  year. 
Redwood  raised  cash  and 
held  off  on  buying  loans 
over  the  past  two  years  as 
it  felt  lenders  got  too  lax, 
but  now  the  company  is 
jumping  back  in.  It's  not 
alone.  Mortgage  REITs 
Anworth  Mortgage  Asset, 
MFA  Mortgage  Invest  - 
ments,  and  Annaly  Capi- 
tal Management  raised  a 
total  of  $1.3  billion  since  mid- January  to  buy  up 
mortgage  debt. 

If  you  think  credit  markets  have  oversold 
on  panic,  you  may  want  to  look  for  bargains 
.  in  closed -end  funds  that  invest  in  bonds  and 
loans.  Closed -end  funds  sell  a  limited  number 
of  shares  that  trade  like  a  stock.  That  means 
share  prices  can  fall  well  below  the  net  asset 
value  of  a  fund's  holdings  when  too  many  in- 
vestors sell  in  a  brief  period.  And  with  so  many 
investors  panicking  at  the  end  of  2007  because 
of  fears  that  banks  might  collapse,  discounts 
widened  to  bargain  levels.  For  example.  Van 
Kampen  Dynamic  Credit  Opportunities  Fund, 
which  invests  in  corporate  bank  loans,  began 
operations  in  June,  missing  many  of  the  shaki- 
est leverage -buyout  deals,  notes  Wachovia 
closed -end  fund  analyst  Mariana  Bush.  The 
fund,  which  is  currently  yielding  over  10%, 
trades  at  a  6%  discount  to  its  net  asset  value. 
That  provides  a  cushion  for  investors  if  the 
financial -sector  recovery  is  delayed.  1  bw  i 
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RATIONALE 

Banks  like  Astoria  Financial  and  Washington  Federal  have  largely 
stayed  away  from  subprime  lending  and  are  poised  to  profit  from 
the  Federal  Reserve's  deep  rate  cuts. 


Stock  prices  of  companies  like  AIG  and  Wells  Fargo  fell  as 
investors  grew  concerned  that  problems  at  other  institutions 
could  spread  through  the  industry.  But  both  have  plenty  of  capi- 
tal to  weather  any  losses.  And  Wells  should  gain  market  share  as 
the  mortgage  market  recovers  over  the  next  few  years. 


Funds  that  buy  different  kinds  of  debt,  such  as  Van  Kampen 
Dynamic  Credit  Opportunities  Fund,  have  performed  well,  but 
investors  have  fled  nonetheless.  That  has  left  the  fund's  shares 
trading  at  a  substantial  discount  to  the  value  of  its  investments. 


RISK 

A  deep  recession  hits  the  customers  oi 
smaller  banks  hard. 


Tumbling  housing  prices  and  further 
economic  weakness  could  cause  all 
kinds  of  assets  the  companies  hold  to 
lose  value. 


Closed-end  fund  discounts  can  persist  |l 
for  years  if  investors  stay  away. 
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mU  PANELING  FOR 
OUR  PORTFOLIO 


By  Lewis  Braham 


jr  the  relentless  volatility  of  the  financial  markets  in  recent  months,  it's 
y  to  see  the  appeal  of  an  investment  that  doesn't  move  in  concert  with 
:k  and  bond  markets.  Buying  timberland  is  one  of  the  ways  the  big  guys  run- 
%  pension  plans  and  endowment  funds  have  diversified  their  holdings  away 
n  financial  market  trends  and  earned  fairly  stable  double -digit  returns  to 
t.  But  timberland  has  been  mostly  off-limits  to  individual  investors,  because 


juires  millions  of  dollars  to  buy  in. 
iter  the  Claymore/Clear  Global  Timber 
xETF.  It's  a  new  exchange -traded  frnid 
invests  in  stocks  of  companies  with  the 
d's  greatest  exposure  to  timberland.  It 
s  up  the  exposure  by  weighting  the  27 
<s  in  the  portfoho  not  by  market  capital- 
on  but  by  actual  acres  companies  own. 
lis  sort  of  everyman  version  of  a  timber - 
play  isn't  as  effective  a  diversifier  as  what 
jigger  players  can  get,  but  it's  not  bad. 
Derland  values  have  moved  in  Une  with  the 
,dard&  Poor's  500 -stock  index  about  36% 
e  time  over  the  past  20  years.  The  Dow 
s  World  Forestry  &  Paper  Index,  a  useful 
y  for  the  Claymore  fund,  correlates  about 
of  the  time.  So  for  about  40%  of  the  time, 
>er  stocks  zigged  when  the  broader  market 
ed.  The  Claymore  ETF  could  correlate  even 
>vith  stick  market  swings  given  its  extra 
hting  in  acreage. 

1  added  attraction  is  the  cheap  price  of 
'er  stocks.  The  ETF's  portfoho  currently 
I  ratio  of  price  to  book  value  that's  about 
'  that  of  the  average  U.S.  stock.  On  one 
Jure  of  profitabUity,  the  ratio  of  price  to 
flow,  things  look  even  better,  with  the  ETF 
80%  discount  to  the  average  stock, 
hile  prices  for  timberland  haven't 
ped,  stocks  of  paper  and  lumber  com- 
as have  fallen  because  of  concerns  about 
ing  and  the  U.S.  economy.  "Cutting  down 
■  for  lumber  to  build  homes  is  only  a  small 


portion  of  what  timberland  is  used  for,"  says 
Andrew  Corn,  CEO  of  Clear  Indexes,  which 
designed  the  index  the  ETF  tracks.  "Timber 
is  used  for  packaging  first,  paper  second,  and 
then  lumber.  Also,  most  timber  companies  are 
global  players.  China  alone  plans  on  building 
50  cities  the  size  of  London  in  the  next  30  years. 
They'll  need  a  lot  of  wood."  The  ETF's  top  three 
holdings  are  U.S.  -based  International  Paper 
and  Brazihan  companies  Votorantim  Celulose  e 
Papel,  and  Aracruz  Celulose. 

What  pension  plans  like  about  timberland,  as 
opposed  to  timber  stocks,  is  its  relatively  stable 
value.  When  timber  prices  fall,  tree  farmers  can 
delay  harvesting  their  crop,  and  during  that  time 
the  value  of  the  tree  expands  as  it  grows.  "If  a 
tree  stays  in  the  groimd  an  extra  year,  there's  just 
more  of  it  next  year,  and  the  quahty  of  the  tree  is 
better,"  says  Jerry  MiccoHs,  a  Morristown  (N.J.) 
financial  adviser  who  invests  in  timber  stocks. 
"Tree  farmers  can  afford  to  wait  till  the  price 
cycle  comes  their  way."  The  t3^ical  tree  grows 
7%  a  year,  and  timberland's  steady  returns  have 
been  double  that  over  the  past  two  decades. 

Another  new  option  for  investors  seek- 
ing pure  exposure  to  timberland  is  the  WeUs 
Timberland  REIT.  The  non- traded  real  estate 
investment  trust  buys  directly  and  has  a  $5,000 
minimum.  The  trust  is  not  fully  invested  and  so 
has  no  performance  track  record.  If  you  buy  in, 
you'll  have  to  lock  up  your  money  at  least  five 
years.  You'll  also  pay  hefty  10%  commissions 
up  front  on  your  investment.  iBWt 


Percentage  of  time, 
over  past  20  years, 
that  timberland 
values  have  not 
moved  in  line  with 
the  S&P  500  index 

Data:  RegenlAtlantic  Capital 
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'THEY  FORGOT  WHAT 
A  MONEY  FUND  WAS' 


When  Bruce  Bent  created  the  first  money  market 

fund  in  1970,  the  prevailing  attitude  was  that  any 

idiot  could  master  cash  management.  But  that 

was  before  some  of  the  ultraconservative  funds  were  caught  with  their  hands  in  higher -yielding 

short-term  securities  that  wound  up  part  of  the  subprime  mess.  And  with  concerns  about  the  i; 

pact  of  bond  insurer  downgrades  on  municipal  money  funds,  investors  are  starting  to  concede  ti 


"only  some  idiots  can  run  cash  appropriately," 
Bent  says.  His  company,  The  Reserve,  man- 
ages some  $90  billion.  BusinessWeek's  David 
Bogoslaw  spoke  with  Bent  about  whether  there 
are  more  surprises  out  there. 

Is  finding  safe  investments  more  of  a 
challenge? 

There  are  securities  out  there  with  good  col- 
lateral like  certificates  of  deposit.  We've  got 
about  $1.5  billion  in  tax-exempt  muni  funds. 
Ten  percent  of  our  assets  were  in  Financial 
Guaranty  Insurance  and  Mortgage  Guaranty 
Insurance  until  October  [the  insurers  were 
downgraded  last  November  by  Standard  & 
Poor's  Ratings  Services].  We've  run  those 
down  to  about  5  % . 

How  aggressive  have  money  fund  managers 
been  in  recent  years? 

No  question,  they  forgot  what  a  money  fund 
was  and  said:  "Let's  opt  for  an  extra  one-hun- 
dredth of  a  point."  That  probably  goes  back 
to  2002,  when  the  effective  rate  of  return  was 
zero.  It's  also  a  question  of  investors  saying:  "I 
want  that  extra  basis  point"  and  not  recogniz- 
ing the  risk  involved.  The  [newfound  discipline 
among  money-fund  managers  in  not  chasing 
yields]  may  be  short-lived  if  interest  rates  go 
low  enough.  But  I  think  it  will  outlast  the  rate 
cuts  because  rates  are  going  to  start  moving 
back  up  by  the  end  of  the  second  quarter,  cer- 
tainly by  the  third  quarter. 


Some  muni  money  funds  have  dumped 
securities  on  fears  of  bond  insurer 
downgrades.  Is  that  a  real  worry? 

Some  muni  money  funds  have  reduced  their  ex- 
posure to  insured  securities  because  of  concerns 
that  the  bond  insurers  may  be  downgraded.  This 
isn't  a  real  worry  because  they're  not  going  to 
be  downgraded  to  the  point  where  it  will  be  a 
problem. 

With  safety  such  a  concern,  why  offer  The 
Reserve  Yield  Plus  fund,  an  enhanced  cash 
fund  that  can  invest  in  securities  that  have  a 
longer  maturity? 

We're  saying  to  people  who  are  sophisticated: 
"This  is  not  a  money  fund,  and  if  you  want  to 
take  a  different  level  of  risk,  this  is  available  to 
you."  Is  it  appropriate  as  an  alternative  to  the 
vast  majority  of  assets  that  are  in  money  funds  ? 
No.  It's  a  complement.  We  restrict  ourselves 
to  prime  credit  paper,  and  maintain  an  average 
life  of  90  days.  Instead  of  having  a  maximum 
maturity  of  13  months,  we  can  go  out  two  years 
and  get  a  higher  yield. 

Are  there  any  warning  signs  to  look  out  for  in 
money  funds  in  general? 

If  someone  is  consistently  the  highest-yield- 
ing fund,  that  raises  questions,  because  it's 
taking  too  much  risk.  We  shoot  for  the  top 
quartile,  definitely  the  top  half.  Also,  ask  for 
a  copy  of  the  portfolio.  If  someone  says  they 
can't  give  you  that,  that's  a  real  red  flag.  1 BW 1 
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on  an  as-needed, 
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cheaper  option 
than  taking  out  a 
larger  loan 
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r!  ime  of  the  trades  ($9.99  for  stock  and  options  trades— plus  an  additional  750  per  options  contract).  Your  account  will  be  credited  $9.99  per  stock  or  options  trade 
^in  eight  weeks  of  qualifying  (excluding  options  contract  fees).  Other  commission  rates  apply  to  customers  who  trade  less  than  30  times  a  quarter  or  maintain  less  than 
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GLOBE  2008  is  an  unprecedented  opportunity  to 
gain  strategic  insight  on  the  issues  shaping  the  global 
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RVALUE    ROBENFARZAD 


1.6  Trillion.  Now  We're  Talking  Stimulus 

t's  how  much  is  just  sitting  on  U.S.  company  books.  And  for  what? 


A  check  for  $300?  $600? 
$1,600?  Uncle  Sam's  treating, 
so  it's  all  good.  ^  Oh,  tax  rebate, 
imagine  the  places  we'll  go!  Best 
Buy.  The  Olive  Garden.  Foreclo- 
sure arbitration.  In  a  totally  un- 
related development,  annotated 
copies  of  our  national  debt  will 
now  be  available  in  both  Manda- 
rin and  Cantonese. 

But  before  you  get  stoked  over  just 
$150  billion  in  tax  aid,  forget  not  the 
huddled,  cuff- linked  masses,  those 
with  millions  of  fiduciary  mouths  to 
feed  but  who  are  too  scared  to  spend. 
American  CEOs,  with  hundreds  of 
billions  at  their  disposal,  could  make 
more  of  a  stimulative  difference  than 
all  of  our  shopping  sprees  combined. 

For  all  the  doomsaying,  corporate 
cash  abounds.  According  to  Moody's 
Investors  Service,  a  record  $1.6  triUion 
in  cash  sits  on  the  books  of  nonfinan- 
cial  U.S.  companies,  $600  billion  more 
than  was  there  five  years  ago.  This 
is  both  an  asset  and  a  liabihty,  as  the 
13 -figure  mother  lode  is  sure  to  draw 
hungry  eyes. 

The  stars  have  ahgned  for  corpora- 
tions to  start  sheUing  out.  Assets  are 
in  play  or  just  plain  cheaper  than  they 
were  months  ago;  buyout  shops  are 
overextended  and  actually  backing  out 
of  deals;  debt  is  vexingly  hard  to  score. 
Snooze,  and  some  Beijing  banker  or 
Gulf  sheikh  will  beat  you  to  the  punch. 

So  why  the  holdup?  Obviously, 
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executive  worry  outweighs  opportun- 
ism. Defaults  are  on  the  rise,  rekindhng 
memories  of  all  the  bankruptcies  of 
the  last  bust.  A  peerless  credit  rating, 
backed  by  triple  reinforcements  of 
cash,  means  something  again.  "CEOs 
want  to  be  vindicated  for  sitting  on 
their  hands  for  all  these  years,"  says 
one  analyst.  But  what  good  is  cash  that 
just  sits  there  forever?  Fred  Lane,  a 
veteran  Donaldson,  Lufkin  &  Jenrette 
dealmaker  who  now  runs  his  own 
banking  boutique,  feels  that  most 
CEOs  who  hoard  cash  don't  really  un- 
derstand how  attractive  that  in -house 
financing  is  for  opportunistic  deals:  "I 
tell  my  clients,  'I  don't  get  you  guys. 
Why  are  you  so  passive?' " 

Mind  you,  this  is  not  about  charity. 
It's  that  too  much  conservatism  can 
come  back  to  bite  companies.  "Man- 
agement is  admitting  that  they  just  see 
no  opportunities,"  says  Ivan  Feinseth, 
chief  investment  officer  of  Alpha- 
Works,  a  Manhattan  hedge  fund  that 
screens  investments  for  how  efficiently 
they  use  capital. 

And  that  will  further  dispirit  the  rest 
of  us  when  we  are  supposed  to  be  feel- 
ing our  stimulative  oats.  According  to 
Citigroup,  the  stock  market's  15%  drop 
in  the  past  three  months  may  have 
lopped  more  than  $2.5  trillion  off  U.S. 
household  net  worth.  This  actually 
overshadows  the  dechne  in  housing 
wealth  during  that  stretch  and  more 
directly  erodes  the  confidence  of  the 
top  20%  of  American  income  earners, 
who  comprise  40%  of  the  consumer- 
spending  pie.  A  falling  Dow  is  its  own 
self-fulfilling  prophecy,  taking  invest- 
ment and  payrolls  down  with  it.  A  re- 


Says  one  veteran  dealmaker:  "I  tell  my 
clients,  'I  don't  get  you  guys.  Why  are  you 
so  passive?'" 
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covering  market  and  deal  book,  on  the 
other  hand,  would  temper  the  nega- 
tive-wealth blow  of  the  housing  bust. 
Consider  how  Microsoft's  blockbuster 
bid  for  Yahoo! ,  a  prime  example  of 
M&A  self-determination,  just  eclipsed 
a  crummy  jobs  report. 

With  financing  so  hard  to  come  by, 
cash -rich  companies  are  uniquely 
positioned  to  breathe  animal  spirits 
back  into  the  market.  Until  recently,  a 
record  number  of  activist  hedge  funds 
prodded  boards  to  plow  their  sur- 
pluses into  share  buybacks  and  fatter 
dividends,  the  better  to  repel  private - 
equity  ardor.  Some  agreed  and  took 
advantage  of  generous  debt  markets 
to  give  money  back  to  shareholders.  In 
2007  nearly  $600  biUion  made  its  way 
to  S&P  500-share  buybacks.  For  the 
first  time  since  1995,  executives  are 
buying  more  shares  for  their  personal 
accounts  than  they're  selling. 

But  many 
others,  spanning 
all  sectors,  have 
kept  their  purse 
strings  tight.  And 
that  carries  its 
own  cost.  "Excess 


i 


! 
I 
cash,"  says  Feinseth,  "is  just  bad  fflj 
the  business."  He  explains  that  paa] 
so  much  cash  in  low-yielding  rese^ 
dilutes  a  company's  overall  returnri 
on  capital,  something  that  is  most 
increased  by  investment.  And  we 
not  talking  spare  change  in  the  sot 
Feinseth  calculates  that  drugmakt 
Wyeth  has  23%  of  the  value  of  its  f 
price  in  excess  cash,  Tyco  25%  (Pa\; 
62),  and  Eastman  Kodak  30%.  Noa 
company  with  a  1.6%  return  on  cs; 
is  at  more  than  82%  excess  cash. " 
like  trying  to  run  a  marathon  whild 
carrying  a  bag  of  bricks." 

Prediction:  This  passivity  will  li 
stand.  In  a  hyperglobahzed,  weak) 
dollar  economy,  U.S.  balance  shee 
have  never  been  so  prone  to  interr 
tional  scrutiny.  Cash  is  fungible  a 
speaks  all  languages.  It  appeals  to, 
every  constituency,  from  employo'' 
and  shareholders  to  lawmakers  ar 
creditors,  from  Wall  Street  analys 
labor  unions.  Leave  too  much  off 
there,  and  you  will  be  told  what  tc 
with  it. 

Credit  crunch  or  not,  corpora- 
tions cannot  masquerade  as  glori:* 
money-market  funds.  I BW I  1 
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DIA  CENTRIC  I  JON  FINE 


seating  Bullets  in  Magazineland 

srtunately  for  independent,  midsize  companies,  the  new  year  is  turning  ugly  early 
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Darely  February  as  I  write  this,  but  already  2008  is  making  brows 
at  in  Magazineland.  Paper  prices  are  skyrocketing,  advertising  is 
;gish,  and  recessionary  fears  loom.  Wal-Mart  booted  hundreds  of 
;azines  out  of  its  stores,  which  won't  help  newsstand  sales.  Nor 
magazine  wholesalers'  ongoing  campaign  to  reduce  the  volume 


pies  they  distribute,  so  that  they 
ncrease  the  percentage  of  copies 
actually  sell.  "Everything  that's 
g  up  is  not  supposed  to  be  going 
nd  everything  that's  going  down  is 
upposed  to  be  going  down,"  cracks 
rdant  senior  executive.  Plus,  oh 
,  that  Internet  thing.  Virtually  all 
ishers  are  racing  to  invent  or  buy 
al  strategies  after  previously  ne- 
ing  that  part  of  the  business, 
lis  year's  stresses  are  likely  to  hit 
adependent,  midsize  companies 
le  sector  first.  These  guys  are  not 
I  enough  to  spread  challenges  ^^ff«^- 
5S  a  business  notching  v-.^%S 

<h.  of  a  billion  in  revenues,  nor 
hey  hide  within  a  parent  com- 
!'s  multiple  companies,  as  Hearst 
lazines  or  Time  Warner's  Time  Inc. 
!But  they  rely  on  titles  big  enough 
s  exposed  to  macro  advertising 
[is,  to  which  small,  niche  compa- 
iare  relatively  immune.  Rodale  and 
rican  Media,  which  post  annual 
lues  around  $625  million  and  $475 
on,  respectively,  are  very  different 
banies  in  very  different  situations, 
hey're  both  still  likely  to  feel  the 
ges  in  this  year 's  barometric  pres  - 
5  earlier  than  their  bigger  brethren. 

IE  ROOM  FOR  ERROR 

Irican  Media  is  heavily  depen- 
on  supermarket  tabloids  like  the 
onal Enquirer  and  Star.  Rodale 
arly  on  what  we  now  call  "well- 
in  a  move  that  proved  fortuitous, 
^as  hit  big  with  the  magazines 
s  Health  and  Prevention,  which 
knded  in  1950;  it's  also  had  the 
\ne  to  publish  The  South  Beach 


Diet  book.  Rodale  is  a  family-owned 
company,  run  by  President  and  CEO 
Steven  Murphy.  American  Media, 
backed  by  Thomas  H.  Lee  and  Evercore 
Partners,  has  been  run  since  1999  by 
magazine  veteran  David  Pecker.  Ameri- 
can Media's  financial  results  are  solid 
on  the  surface,  but  it's  been  rocked  by 
earnings  restatements.  It  has  also,  quite 


Titles  from  simply,  not  delivered 

American  iviedia       for  its  investors,  and 
and  Rodale  may        underperformed 
first  feel  the  heat  r  r.     i      i 

this  year  many  of  Pecker's 

promises  of  revenue 
and  profit  levels,  even  while  its  fis- 
cal year,  which  ends  March  31,  looks 
notably  better  than  the  previous  one. 
Rodale's  profit  was  less  than  $25  miUion 
in  2007,  according  to  two  executives 
who  viewed  financial  data,  a  low  figure 
for  a  company  whose  overall  ad  pages 
last  year  surged  around  15%.  They  are 
thus  two  companies  without  much  ap- 
parent margin  for  additional  spending 
at  a  time  when  competitive  vicissitudes 
require  just  that. 


Murphy  disputes  this,  saying  '08  will 
be  a  year  in  which  newish,  in-the-red 
magazines  Women's  Health  and  Best 
Life  will  turn  toward  profitability.  "I 
would  be  more  worried  if  our  invest  - 
ments  were  not  working,"  he  says.  That 
three  high-level  executives  have  de- 
parted since  December— one  remains  a 
part-time  adviser— has  raised  concerns 
about  cost  cuts.  But  Murphy  denies 
the  moves  were  motivated  by  such 
concerns,  and  a  spokeswoman  says  new 
hires  are  imminent.  (Pecker's  spokes- 
man declined  an  interview  request.) 
American  Media  and  Rodale  both 
sought  buyers  in  2007,  although  Rodale 
truncated  the  process  abruptly,  say 
executives  who  were  involved.  A  long- 
discussed  deal  between  American  Me  - 
dia  and  Source  Interlink,  a  R.on  Burkle 
concern  that  owns  a  major  distribution 
arm  and  a  set  of  enthusiast  magazines, 
appears  dormant.  Pecker's  five-year 
contract,  which  expires  in  April,  will 
be  extended  a  year,  says  a  spokesman,  a 
vote  of  confidence  that,  given  industry 
chatter,  may  surprise  observers.  (Two 
senior  executives  employed  else- 
where report  knowledge  of  conver- 
sations in  which  American  Media's 
owners  discussed  replacing  Pecker 
around  a  year  ago.) 

These  observers  may  search  for  other 
clues  from  these  companies  that  the 
outlook  for  magazines  is  souring  faster 
in  '08.  Look  for  a  quick,  quiet  round  of 
layoffs.  Look  for  small-bore  magazine 
or  asset  sales.  Look  for  sudden  ad  dips 
at  cornerstones  such  as  American  Me- 
dia's Shape  or  Rodale's  Men's  Health. 
Look,  in  sum,  for  2008  to  decide 
whether  the  midsize,  privately  held 
players  can  still  thrive  as  standalones  in 
a  stagnant  or  shrinking  world.  1  bw  i 
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From  Apple:  Organization  Made  Easy 

Using  the  vocabulary  of  iTunes,  Bento  makes  the  power  of  the  database  user-friendly 


Databases  are  the  workhorses  of  modern  computing.  When  you 
buy  a  plane  ticket,  get  a  book  recommendation  from  Amazon.com, 
or  receive  your  paycheck,  a  database  is  doing  the  heavy  lifting.  But 
because  getting  a  database  to  do  anything  useful  requires  some  pro- 
gramming skill,  a  great  tool  for  organizing  information  has  not  been 

available  to  the  vast  majority  of  com- 
puter users. 

FileMaker,  a  division  of  Apple  Inc.,  is 
out  to  change  that  with  Bento.  It's  a  $50 
database  for  the  rest  of  us— at  least  those 
of  us  who  use  Macs.  Bento  takes  the 
essence  of  FileMaker  Pro,  a  database  - 
management  program  aimed  at  small 
and  medium  -  size  businesses,  and  mar  - 
ries  it  to  Mac's  new  Leopard  operating 
system.  The  result  is  a  powerful  organiz- 
ing tool  anyone  can  use. 

Most  of  us  have  information  that 
would  benefit  from  some  structure, 
whether  it  is  a  project  at  work  or  plan- 
ning a  kid's  birthday  party.  And  most  of 
us  use  tools  that  weren't  designed  for 
the  job,  such  as  lists  in  Microsoft  Word 
or  Excel  spreadsheets. 

Bento  offers  a  gentle  alternative.  In 
both  its  design  and  documentation, 
Bento  avoids  off-putting  database 
jargon  and  cleverly  guides  users  with 
references  to  the  one  database  with 
which  most  are  intimately  familiar— the 
iTunes  library. 

Instead  of  using  the  term  "database," 
Bento  calls  a  collection  of  data  a  "li- 
brary." A  subset  of  the  records,  or  items, 
in  that  library,  chosen  either  by  manual 
selection  or  by  a  search,  is  called  a  col- 
lection. The  instructions  helpfully  point 
out  that  the  concept  of  a  collection  is 
exactly  the  same  as  a  playlist  in  iTunes. 
And  as  in  iTunes,  you  can  have  smart 


Apple's  Bento  can  provide  structure  for  any 
nunriber  of  everyday  tasks— like  planning 
your  kid's  birthday  party 


collections;  whenever  a  record  meeting 
the  criteria  is  added  to  the  library,  it  also 
appears  in  the  collection. 

While  nearly  all  the  complexity  is 
hidden,  Bento  meets  database  standards 
(and  outperforms  Excel)  in  key  areas, 
including  data  security:  Information  is 
saved  as  soon  as  it  is  entered.  It  also  of- 
fers sophisticated  searches  and  filtering. 
Three  automatically  created  libraries 
are  the  heart  of  Bento:  Address  Book, 
iCal  Events,  and 
iCal  Tasks.  This 
gives  Bento  direct 
access  to  the 
information  in 
the  Mac's  built-in 
contact  and  cal- 


endar programs.  Any  changes  made 
Bento  are  instantly  reflected  in  the  i 
dress  Book  and  iCal  applications.  (I 
use  Entourage— the  mail,  contact,  a 
calendar  component  of  Microsoft  C 
on  the  Mac —you  can  get  third -parti 
software  to  synchronize  data  betwe 
Entourage  and  iCal  and  Address  Boi 

Say  you're  managing  a  small-sc£ 
project.  By  picking  names  in  the  Ac^ 
dress  Book  library,  either  by  pointii; 
and  chcking,  by  using  search  criter: 
by  choosing  a  category  in  your  conti 
hst,  you  can  create  a  collection  that 
the  team  responsible  for  the  projecv 
Then  you  can  gather  to  -  do  items  fr  1 
iCal  Tasks  and  assign  responsibility 
each  task  to  a  team  member. 

The  data  can  be  displayed  in  a  tala 
spreadsheet  style,  or,  more  usefull)! 
a  form  view,  which  shows  the  data  li 
a  single  record.  You  design  the  torn: 
by  dragging  and  dropping  individm 
fields,  such  as  name  and  street  add), 
where  you  want  them.  Each  library  \ 
collection  can  have  multiple  forms.; 
each  showing  a  different  aspect  oft 
data.  For  example,  you  might  have  i- 
view  that  shows  the  tasks  associate! 
with  each  team  member  and  anothn 
that  shows  the  team  members  linke. 
each  task. 

Bento  can  also  bring  in  data  from 
a  variety  of  external  sources,  thougi; 
spreadsheets  are  probably  the  likeli' 
candidates.  The  imported  informal 
becomes  a  library  that  can  be  comb 
with  other  data  in  the  same  simple 

Most  non  -  techie  people  never  thir 
about  using  databases  because  they 
been  so  complex.  But  they  are  remai 
ably  useful.  For  Mac  users,  at  least, 
Bento  may  finally  bring  these  powew 
tools  into  the  mainstream.  1 BW 
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Banking  on  Bank  of  America 

Financial  stocks  are  still  reeling  from  the  subprime 
and  credit  crises,  but  Bank  of  America  (BAG)  is  the 
one  to  bet  on  now,  argue  some  pros,  even  before 
any  sign  of  a  housing  or  credit  recovery  surfaces. 

The  stock  has  quickly 
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climbed  back  from  its 
low  of  33  on  Jan.  22  to 
42.25  on  Feb.  6.  But  it's 
still  way  down  from  the 
54  it  hit  a  year  ago.  "In 
two  to  three  years,  the 
stock  should  more  than 
double,  based  on  Bof  A's 
earnings  growth  trajectory  over  the  next  five  years," 
says  Georges  Yared,  president  of  Yared  Investment 
Research,  who  owns  shares.  Bof  A's  recent  purchase 
of  troubled  Gountrywide  Financial,  the  largest 
mortgage  lender,  will  make  it  the  No.  1  mortgage 


issuer,  adds  Yared,  with  a  massive  $1  trillion  m 
gage  portfolio  that  it  bought  for  pennies  on  the 
dollar  from  Gountrywide.  He  forecasts  earnind 
$4.15  a  share  in  2008  and  $4.60  in  2009,  vs.  20 
estimated  $3.30.  Richard  Bove  of  investment  fi 
Punk  Ziegel  says  Bof  A  is  "significantly  undervi 
ued"  and  does  "unusually  well"  in  core  bankin;] 
based  on  deposits,  spreads,  and  expense  centre 
this  basis,  "there  is  no  better  bank  in  the  count 
he  says.  Deposits  jumped  from  $328  billion  in  2 
to  $717  billion  today.  "No  U.S.  bank  comes  closj 
that."  When  the  banking  industry  snaps  back  t| 
"normal  trend  levels,"  Bof  A's  earnings  growth ! 
will  bump  up  to  12% -15%.  The  time  to  buy,  he  i\ 
is  when  earnings  are  below  trend  levels. 


MasterCard 
Of  the  Universe 

Investors  learned  something 
priceless  when  MasterCard 
(MA)  reported  fourth- 
quarter  results:  The  U.S. 
economic  slowdown  hasn't 
stalled  the  growth  of  the 
No.  2  credit-card  company. 
Half  its  sales  are  overseas, 
where  card  usage  is  rising. 
The  value  of  U.S.  transac- 
tions last  year  grew  10%,  vs. 
32%  in  Europe  and  26%  in 
Asia.  MasterCard's  fourth- 
quarter  profits  soared  from 
$40.9  million,  or  30(Z:  a  share 
a  year  earlier,  to  $304.2 
million  (including  an  asset 
sale),  or  $2.26  a  share.  Its 
stock  flew  from  174  on  Jan. 
18  to  203.04  on  Feb.  6.  An- 
drew Jeffrey  of  SunTrust's 
Robinson  Humphrey  imit, 
who  rates  it  a  buy,  has  a 
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12 -month  price  target  of 
300.  He  sees  2008  profits 
of  $7.50  a  share,  vs.  $5.49 
in  2007.  Adam  Frisch  of 
UBS,  who  rates  it  a  buy,  says 
MasterCard  (a  client)  is  still 
a  growth  story. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  vfith  them. 
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Why  Cypress  Is 
Feeling  No  Pain 

Several  hedge  funds  focused 
on  biotechs  are  buying  into 
Cypress  Bioscience  (CYPB). 
Why?  Its  product,  Milnacip- 
ran,  a  treatment  for  fibro- 
myalgia, now  in  Phase  III 
clinical  trials,  has  a  potential 
U.S.  market  of  $i  billion, 
analysts  say.  Some  6  million 
Americans  suffer  from  fibro- 
myalgia—muscle  and  joint 
pain,  fatigue,  depression, 
and  sleeplessness.  Cypress 
and  partner  Forest  Labora- 
tories have  filed  a  new  drug 
application  with  the  Food  & 
Drug  Administration.  Pfizer 
has  a  similar  drug,  Lyrica, 
that  is  mainly  for  nerve  pain 
Eli  Lilly's  Cymbalta  also 
treats  aches  and  depression. 
The  market  is  big  enough 
to  accommodate  multiple 
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players,  says  Juan  Sano 
of  Punk  Ziegel,  who  tap 
Cypress  a  buy.  Brian  Lii 
CIBC  World  Markets  n I 
Cypress  (a  chent),  now» 
8,  "outperform,"  with? 
month  target  of  26.  It  h 
last  May.  1 BW 1 
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FTie  naked  eye  sees  ten  go(Hl  investments. 
fe  ttained  eye 


one. 


IS 


[sy  say  a  shrewd  investor  can  spot  a  winner  a  mile  away.  Why  you'd  judge  an  investment  from  a  mile  away  /; 
\1  us.  But  you  get  the  point.  The  trained  eye  sees  things  the  untrained  eye  can't.  It's  no  wonder  many  professional 
■>rs  set  their  sights  on  SPDRs'  from  State  Street.  Our  ETFs  are  precisely  designed  to  match  your  investments 
r  investment  strategy.  International.  Fixed  Income.  Real  Estate.  Whatever  the  market  segment,  you  get  exactly 
on  the  label.  Nothing  more.  Nothing  less.  If  you'd  like  to  take  a  closer  look  at  our  ETFs,  visit  spdretfs.com. 
ut  why  we're  becoming  the  apple  of  the  experienced  investor's  eye. 


State  Street  Global  Advisors 

Precise  in  a  world  tliat  isn't: 


Before  investing,  consider  the  funds'  investment  objectives,  risks, 
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h  as  SPDHs'"  MidCap  SPDRs""  and  Diamonds'^'  trade  like  stocks,  are  subject  to  investment  risk  and  will  fluctuate  in  market  value  There  is  no  assurance  or 
)  an  ETF  will  meet  its  objective.  SPDR  shares.  MidCap  SPDRs,  and  Diamonds  are  issued  by  SPDR  Trust  MidCap  SPDR  Trust  and  Diamonds  Trust  respectively. 
IdR"  trademark  is  used  urider  license  from  The  McGraw-Hill  Companies,  Inc.  ("McGraw-Hill").  No  financial  product  offered  by  State  Street 
dvisors.  a  division  of  State  Street  Bank  and  Trust  Company,  or  its  affiliates  is  sponsored,  endorsed,  sold  or  promoted  by  Mcoraw-Hill. 
v:  State  Street  Global  Markets.  LLC.  member  FINRA,  SIPC,  a  wholly  owned  subsidiary  of  State  Street  Corporation.  References  to  State  Street  may 
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MANIC  SPENDING  AND 
MISGUIDED  POLICY? 

"Market  Reckoning,"  our  Feb.  4 
cover  package,  seemed  to  bring  out 
the  moralist  in  readers.  Many  saw 
the  turbulence  we  wrote  about— 
the  stock  volatility,  the  signs  of 
economic  weakness,  Washington's 
search  for  a  quick  fix— as  the 
predictable  outcome  of  consumer 
profligacy  and  misguided  govern- 
ment policies.  Most  of  the  comments,  from  BusinessWeek  readers  and  in  the 
blogosphere,  came  in  response  to  the  lead  article  in  the  Special  Report,  "How 
Real  Was  the  Prosperity?"  by  Michael  Mandel,  which  argued  that  some  of  the 
nation's  post  -tech  bubble  prosperity  of  recent  years  may  have  been  illusory, 
"the  result  of  a  credit  -induced  frenzy."  A  good  number  of  readers,  it  appears, 
couldn't  agree  more.  -Peter  Coy 


Washington's  stimulus 
package  will  prove  disas  - 
trous.  It  fails  to  encour- 
age saving,  the  very  thing 
Americans  need  to  do  to 
stave  off  economic  decline. 
Screen  name:  Ted  Harwood 


BusinessWeek 


MARKET 

RECKONINCI 


iia,-,i».sw..iMai,-„;n,i|!nni?m! 


M. 


The  headline,  "Market 
Reckoning,"  says  it  all.  Our 
obsession  with  economic 
grovd;h  has  led  us  to  create 
the  biggest  Ponzi  scheme  in 
history.  Prosperity  based  on 
growth  is  not  sustainable  on 
a  finite  planet. 
Screen  name:  Dave  Gardner 

More  reckoning  may  come 
in  the  form  of  personal 
bankruptcies.  In  my  area, 
I  observe  shoppers  pull- 
ing three,  four,  even  five 
maxed-out  credit  cards 
before  finding  one  that 
accepts  the  charge  for 
their  purchase.  Do  these 
people  believe  credit  cards 
are  free  money  ?  And  how 
can  balances  be  paid  when 


our  high  -  paying  jobs  are 
outsourced? 


Tom  Sloan 

HOLLYWOOD,  FLA. 


Consumption  leads  to 
prosperity  and  creates  jobs, 
which  create  disposable 
income —leading  to  more 
consumption  and  more  jobs. 
We've  got  it  right.  We  are 
just  giving  credit  to  those 
who  don't  deserve  it. 

Screen  name:  Scott 

"...  [S]ince  the  tech  bubble 
really  took  off  in  1997,  which 
was  followed  by  the  credit 
bubble  of  the  early  2000s, 
which  was  followed  by  the 
housing  bubble,  consumer 
spending  has  outpaced 


economic  growth  by  j 
trillion.  The  implication 
Such  a  rate  of  growth  W3»f 
based  on  funny  stock  1 
and  housing  money  andn'! 
woefully  unsustainable.*! 
Over  the  years,  I  have  wwl 
ten  many  columns  sayinifc's' 
(correctly)  that  consun»l| 
still  had  gas  in  the  tank  a  i 
shouldn't  be  ruled  out.l.|)ii.l 
seeing  the  figures  [in  "Wl^oni 
ket  Reckoning"]  andsewfoft 
the  challenges  the  econcrptl 
faces,  I  think  it  is  probatafbat 
time  to  stop  saying  that.i!|)iiit 
Jay  Hancock  'M 

WEBL0GS.BALTIM0RESUN.COM/  ^^^ 
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It's  amazing  how  those  v 
advocate  "less  is  more"  • 
when  it  comes  to  govern 
ment  intervention  for  h(  -iniai 
care  and  education  have 
no  qualms  about  allowii  fjl 
badly  managed  financia  jljij^ 
institutions  a  guarantee  {|||r 
assistance,  using  the  "tc 
big  to  fail"  theory. 
Screen  name:  Bill 
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relationship  with  the  subject  of  their 
comments.  All  letters  must  include 
an  address  and  daytime  and  eve- 
ning phone  numbers.  We  reserve 
the  right  to  edit  letters  for  clarity 
and  space  and  to  use  them  in  all 


electronic  and  print  editions.  E-mail: 
bwreader@businessweek.com 
Fax:  (212)  512-6458 
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com  and  on  America  Online  at 
keyword:  BW 
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TRIG  CARS:  MORE 
BMATION,  PLEASE 

e  a  switch  to  electric 
mproves  overall  wells - 
heels  thermodynamic 
portation  efficiency, 
is  zero  infrastructure 
pport  it  ("The  Electric 
icid  Test,"  In  Depth, 
i).  Where  does  Shai 
si— whose  company, 
r  Place,  will  sell  electric 
-think  the  electricity 
ome  from  to  recharge 
itteries?  Building 
r  plants  and  transmis  - 
ines  takes  massive 
al  and  many  years. 
^unnington 

LLEY,  ARIZ. 

i 

impressed  with  Shai 
si's  vision  for  mass  - 
icing  electric  cars  in 
onomical  and  timely 
3n.  But  I  wanted  to  hear 
on  his  views  on  the  life 
of  the  car. 
lat  happens  to  the 
:  battery?  And  what  of 
)urces  of  electricity— 
coal,  or  nuclear? 
ra  Vadnais 


le  this  will  lead  to 
les  that  will  last  longer 
10  years. 
1  name:  Joe 

ATIDN 

MIT  STUDENTS 

AN  EDGE 

31  years  of  work - 
hiring  tells  me  that 


Massachusetts  Institute  of 
Technology  produces  the 
best  problem  solvers  ("The 
Case  Against  Case  Stud- 
ies," What's  Next,  Feb.  4). 
Why  is  that?  Homework  at 
MIT  consists  of  problems 
in  which  the  information 
is  incomplete.  This  means 
that  thousands  of  times  over 
their  four  years  in  college, 
MIT  undergrads  forge  solu- 
tions from  basic  principles, 
logic,  and  intuition. 

When  Harvard  Business 
School  wrote  a  case  study  on 
my  company  in  2000, 1  was 
aghast  at  the  spoon-feeding 
of  info. 

Stefania  Nappi 
PreferredTime 

WESTON,  MASS. 

BIG  PHARMA 

DRUG  REPS 

CAN  HELP  DOCTORS 

As  a  board-certified  emer- 
gency physician  with  30 
years'  experience,  I  find  that, 
on  average,  pharmaceuti- 
cal representatives  are  well 
informed  about  significant 
aspects  of  a  new  drug  ( "  Just 
Say  No  to  Drug  Reps,"  What's 
Next,  Feb.  4).  If  questioned 
effectively,  they  can  provide 
information  more  efficiently 
than  any  other  forum. 
Carl  VanderPutten 

GRAY.  ME, 

A  lot  of  seniors  would  be 
healthier  without  their  pan- 
oply of  preventive  drugs  and 
the  drugs  then  prescribed 
to  treat  the  side  effects  from 
the  unnecessary  ones. 
Screen  name:  Carol 


HEALTH  CARE 


HOW  TO  MAKE  MEDICINE 
MORE  EFFICIENT 

"Do  Cholesterol  Drugs  Do 
Any  Good?"  (Cover  Story, 
Jan.  28)  highhghts  a  key 
problem  facing  health  care: 
the  lack  of  good  data  to  help 
inform  patients '  and  doc  - 
tors'  decisions. 

Washington  should 
create  an  independent 
"Comparative  Effective- 
ness Research  Institute" 
to  finance  the  evaluation 
of  the  clinical  and  cost 
effectiveness  of  various 
treatments.  The  nation's  39 
Blue  plans  have  committed 
to  help  fund  such  an  insti- 
tute and  believe  all  public 
and  private  payers  should 
contribute. 

Scott  Serota 

President  and  CEO 

Blue  Cross  &  Blue  Shield  Assn. 

CHICAGO 


BANKING 


FAT  OVERDRAFT  FEES? 
THAT'S  JUST  FINE 

So  British  depositors  are 
suing  banks  that  charge 
depositors  big  fees  for 
overdrafts.  And  American 
customers  might  follow  suit 
("About  That  Overdraft:  See 
You  in  Court,"  What's  Next, 
Feb.  4).  I  would  love  banks 
to  be  able  to  double  these 


fees  for  the  check  bouncers 
so  that  I  (with  my  unerr- 
ingly accurate  high  school 
accounting)  can  continue 
to  get  free  services!  As  for 
that  bill  to  hmit  U.S.  banks' 
overdraft  fees,  whatever 
happened  to  "let  the  buyer 
beware"? 
Screen  name:  Robert  Hackett 

INDIA 

EATING 

WITHOUT  UTENSILS 

"Young  and  Impatient  in 
India"  (Davos  Special  Re- 
port, Jan.  28)  describes  an 
Indian  engineer  who  "grew 
up  in  a  village  so  primitive 
that  she  never  used  a  spoon, 
fork,  or  napkin ... ."  There's 
nothing  primitive  about 
eating  with  your  fingers. 
Over  a  billion  people  prefer 
to  do  so. 
Screen  name:  Ash 

The  big  issue  is  that  300 
million  Indians  don't  get 
to  eat  a  decent  meal  at 
all . . .  even  with  their  bare 
hands!  Despite  all  the  hype 
built  up  around  Indian 
outsourcing  outfits,  the 
grim  reality  is  that  more 
Indians  are  living  below  the 
poverty  line  than  the  entire 
population  of  sub-Saharan 
Africa. 
Screen  name:  Aamir  Jan 


When  Harvard  Business  School  wrote  a  case 
study  on  my  company  in  2000, 1  was  aghast 
at  the  spoon-feeding  of  info,  stefania  nappi 
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On  the  Scent  of  a  Winner 


An  inside  peek  at  the  development  of  two  new  fragrances  from  Hermes  and  Coty 


is" 


In  May,  2004,  a  French  perfumer  named  Jean- Claude  EUena  checks 
into  the  legendary  Old  Cataract  Hotel  in  Aswan,  Egypt.  For  the  next 
few  days,  he  wanders  around  sniffing  things— flowers,  fruits,  spices, 
the  Nile— and  jotting  down  chemical  formulas  in  a  notebook.  It 
sounds  idyllic,  but  EUena  is  so  tense  that  he  can't  sleep. 


Two  executives  from  his  employer, 
French  luxury  house  Hermes,  follow 
him  on  his  daily  walks,  as  does  a  crew 
shooting  a  promotional  film.  Hermes 
has  already  chosen  a  name  for  a  new 
top  -  of  the  -  line  scent :  Un  Jardin  sur  le 
Nil.  Now,  Ellena  has  to  invent  it. 

Ellena's  quest  forms  the  central 
narrative  of  The  Perfect  Scent:  A  Year 
Inside  the  Perfume  Industry  in  Paris 
and  New  York.  As  described  by  author 
Chandler  Burr,  a  scent  critic  for  T: 
The  New  York  Times  Style  Magazine 
(who  knew  such  a  job  existed?),  the 
$31  billion  perfume  industry  is  "one  of 
the  most  insular,  glamorous,  strange, 
paranoid,  idiosyncratic,  irrational,  and 
lucrative  of  worlds."  Burr  stumbles 
when  he  tries  to  blend  Ellena's  story 
with  a  second  narrative  about  the  de- 
velopment of  a  mass -market  fragrance 
by  Coty.  Still,  the  author's  quirky  and 
irreverent  approach  makes  for  a  mem- 
orable visit  to  one  of  the  least  -  known 
corners  of  the  global  luxury  business. 

Humans  have  been  perfuming 
themselves  for  thousands  of  years, 
but  the  modern  business  started  just 
over  a  century  ago  with  the  inven- 
tion of  synthetic  molecules  that  yield 
fragrances  not  found  in  nature.  Dior's 
Eau  Sauvage,  for  example,  contains 
"methyl  dihydrojasmonate,  a  molecule 
that  smells  beautifully  of  clean,  pure 
light,"  Burr  says.  Practitioners  such 


Burr  argues  the  industry  could  throw  off  its 
nnalaise  if  it  were  more  open  about  how  it 
works  and  if  it  treated  perfumers  as  stars 
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as  Ellena  not  only  have  exquisitely 
sensitive  noses;  they  also  spend  years 
studying  chemistry  and  learning  to 
manipulate  the  thousands  of  synthetic 
and  natural  aromas  that  make  up  the 
modern  perfumer's  toolkit. 

And,  like  Ellena,  they 
are  under  tremendous 
pressure.  The  perfume 
business— for  reasons  that 
Burr,  frustratingly,  never 
fully  explores— is  in  a  bad 
way.  Sales  have  been  flat 
for  years,  and  while  a  few 
megabrands  such  as  Chanel 
No.  5  roll  along  unscathed, 
most  perftime  makers  fight 
desperately  for  a  spot  on 
the  best  -  seller  hst. 

To  illuminate  the  com- 
mercial scramble.  Burr  weaves  in  the 
story  of  Sarah  Jessica  Parker's  Lovely, 
one  of  the  "celebrity"  perfumes  Coty 
has  introduced  in  the  past  few  years. 
It's  a  world  where  perfume  makers  run 
focus  groups  and  pay  young  women 
to  spritz  their  products  on  custom- 
ers walking  into  Macy's.  But  alas,  here 
Burr  goes  astray,  rambling  on  far  too 
long  about  Parker,  detailing  everything 
from  the  kind  of  pizza  she  likes  to  what 
colleagues  say  about  her  acting  skill. 

A  more  compelling  figure  is  the 
intense,  intellectual  Ellena,  the  son 
of  a  perfuming  family  from  Grasse, 

the  French  town 
where  most  of 
the  flowers  used 
in  high -end  per- 
fumes are  grown. 
Burr  shadowed 
Ellena  for  more 
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than  a  year,  watching  as  he  trans- 
formed an  inspiration  from  his  Egy 
tian  trip— the  aroma  of  a  green  mar 'lie 
found  on  an  island  in  the  Nile— inter] 
chemical  formula.  The  author  then 
in  on  Ellena's  meetings  with  Hermi 
executives  as  they  gradually  refinec 
perfume  and  its  elegant  packaging. 
Also  fascinating  is  Burr's  trove  oj 
perfume  lore,  such  as  the  fact  that 
some  fragrances  contain  synthetics 
that  mimic  human  body  odor.  In  ddi 
so  tiny  that  most  wean 
can't  distinguish  it,  tt 
smell  becomes  pleasa;j|«i( 
sensual.  Perfume  makl. 
no  doubt,  would  rathe 
not  advertise  such  faci 
But  Burr  argues  that  t 
industry's  secretivene(Jji 
has  contributed  to  its  s' 
malaise.  He  beheves  E( 
lena  and  other  perfuiriv 
could  become  celebrili 
by  talking  about  their  t 
ations,  just  as  top  fash! 
designers  do 

Maybe.  But  1  J], 
fume's  problem 
go  deeper  than; 
that.Ithasalw* 
been  treated  sai 
second-class  ( 
zen  of  the  luxu 
goods  world,  an  entry-level  produc: 
sold  through  different  channels  thsi 
the  high  -  end  merchandise .  And  pe>' 
fume  as  a  status  symbol  is  at  a  disti' 
disadvantage  to,  say,  a  Louis  Vuitto' 
bag,  because  it's  invisible  when  wo:> 
Still,  Burr's  description  of  Un  Jarai 
sur  le  Nil  may  send  you  to  a  perfumrt 
"It  is  the  smell  sunlight  makes  com: 
out  of  a  blue  sky,  the  air  scented  wit 
the  tang  made  as  the  light  warms  th 
smooth  unblemished  peel  of  the  gr« 
est  mangoes  hanging  from  the  bran 
es  of  the  young  trees,  just  out  of  rea 
Mmmm,  who  could  resist  that  ?  i  Btt., 


The  Perfect  Scent: 
A  Year  Inside  the 
Perfume  Industry  in 
Paris  and  New  York 
by  Chandler  Burr; 
Henry  Holt;  306pp; 
$25 
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Miscreants  Among  Us 


Most  rogues,  like  SocGen's  Jerome  Kerviel,  don't  go  unnoticed— just  unreported 


•;Vt"'-K?8»'Wr: 


What  do  you  make  of  Jerome  Kerviel, 

the  trader  whose  secret  dealings  just 

cost  Societe  Generale  $7  billion? 

Jorge  Gonzalez  Henrichsen 
MEXICO  CITY 

We'd  guess  that  his  dealings  probably 
weren't  so  secret.  In  fact,  we'd  wager 
that  ever  since  the  details  of  Jerome  Ker- 
viel's  trickery  started  trickling  out,  more 
than  a  few  of  his  coworkers  have  been 
cringing.  "I  knew  something  was  wrong 
with  that  guy,"  they're  confessing  at 
home  or  whispering  to  each  other.  "He 
always  gave  me  a  strange  feeling."  Some 
are  recalling  the  times  they  almost  spoke 
to  a  manager  about  their  concerns  but 
stopped  themselves.  "I  didn't  have  any 
real  proof,"  they  might  tell  you.  Or:  "It's 
always  better  to  keep  your  head  down." 
Or:  "No  one  would  have  Ustened." 

It's  hard  to  argue  with  these  explana- 
tions. Kerviel  was  adept  at  covering  his 
tracks  and  slipped  though  several  of 
the  bank's  security  firewalls.  And  it's 
true  that  organizations— especially  big, 
hierarchical  ones— can  develop  cultures 
where  the  rank  and  file  don't  feel  exactly 
enthusiastic  about  reporting  bad  news 
upward,  especially  if  it 's  a  hunch .  They 
sense  their  managers  don't  want  to  hear 
it,  and  their  managers,  busy  with  com- 
petitive pressures,  don't  do  a  heck  of  a 
lot  to  persuade  them  otherwise. 

But  we  don't  want  to  jump  on  the 
blame  -  the  -  company  bandwagon .  Sure , 
companies  could  make  it  easier  for 
employees  to  voice  concerns.  But  from 
our  experience,  even  when  organiza- 
tions provide  easy,  confidential  ways  for 
staffers  to  speak  out,  few  do.  Suggestion 
boxes  remain  empty;  ombudsmen  wait 


As  long  as  risk  managers  have  less 
authority  and  prestige  than  the  people  they 
police,  their  voices  won't  be  heard  at  the  top 


by  silent  phones.  Even  where  manag- 
ers stress  that  risk  management  is 
everyone's  job  and  that  those  who  speak 
up  will  be  role  models,  there  seems  to 
be  a  disinclination  to  "squeal."  Instead, 
people  wait,  hoping  the  miscreant  in 
their  midst  moves  on  or  gets  caught. 

And  so,  time  and  again,  you  get  cases 
like  Kerviel's,  of  rogues  who  raise  hack- 
les but  not  alarm  bells.  In  1994,  after 
Kidder  Peabody  (a  GE 
subsidiary  of  which 
Jack  was  CEO  at  the 
time)  lost  hundreds  of 
milhons  at  the  hands 
of  trader  Joe  Jett,  sev- 
eral of  Jett's  colleagues 
said  they'd  long  sus  - 
pected  he  was  playing 
dirty.  "Someone 
trading  such  mundane 
products  could  never 
make  those  profits," 
they  generally  said. 
"We  figured  someone 
upstairs  would  catch 
on."  And  while  there 
is  no  comparison  be  - 
tween  the  magnitude  of  such  incidents, 
this  same  dynamic  brings  to  mind  the 
tragedy  at  Virginia  Tech,  where  dozens 
of  people  who  knew  the  killer  later  said 
they  feared  just  such  an  incident.  Some 
had  spoken  up.  Many  more,  hoping 
someone  else  would  notice,  kept  quiet. 

Soon  after  the  shootings,  Virginia 
Tech  instituted  numerous  changes 
designed  to  make  a  repeat  impos  - 
sible.  That's  what  happened  at  Kidder 
Peabody,  and  that's  what  will  happen  at 
SocGen.  Myriad  new  financial  controls 
will  be  put  in  place  —  all  designed  to 

prevent  another 
case  like  Kerviel's. 
Such  a  response 
is  both  under- 
standable and 
necessary.  But 
it's  ironic;  the 


likelihood  of  another  Jerome  Kervii 
slim.  Instead,  someday,  somewheri 
a  rogue  wiU  surface  with  an  ingenic 
and  totally  new  scheme.  Bad  guys 
imaginations  are  always  bigger  tha 
good  guys'.  That's  why  companies  i 
keep  encouraging  employees  to  coi 
forward  with  concerns.  That's  why 
managers  must  have  real  authority 
often,  these  individuals  get  less,  in 
ary  and  respect, 
those  they  polici 
long  as  that's  so, 
news  won't  travi 
high  enough,  faj; 
enough. 

In  the  end, 
the  world  suffer;  1 
fewer  Kerviels  tl* 
it  might  due  tot' 
happy  facts :Peoi 
are  generally  goci 
and  safeguards  < 
generally  effectr 
Big  companies  a 
the  size  of  cities:: 
SocGen,  at  130,(, 
employees,  is  sii 
in  size  to  Bridge]! 
Conn.,  and  Top«: 
Kan.  So  it's  ama;, 
that  more  businii 
don't  harbor  rogi 
Yes  there  will  be  other  rogues  wh' 
"surprise"  the  world.  But  if  people  < 
anything  away  from  the  Kerviel  cas3 
the  others  before,  perhaps  it  couldU 
that  employees  need  to  know  there  ^ 
good  option  besides  silent  hoping.; 
having  the  people  and  systems  in  pli 
to  listen,  at  any  time,  is  how  compa 
help  the  brave  few  find  their  voice. 

BUSINESSWEEK.COM  I 

Jack  and  Suzy  Welch  await  your  questions. 
E-mail  them  at  thewelchway@business- 
week.com.  For  their  VIDEO  PODCAST,  go  t 
businessweek.com/search/podcasting.htn 
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SocGen  will  install 
new  safeguards, 
but  the  next  rogue 
will  be  different 
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Weyerhaeuser 

Growing  ideas 


iLever  engineered  and  performance-tested  wood  products.' 
Durable,  renewable  and  energy  efficient,  they  make  the  best 
use  of  natural  resources  so  virtually  nothing  goes  to  waste. 

For  more  about  what  trees  can  be  and  to  learn  about 
Weyerhaeuser  TreeCeir'^  Technology,  visit  Growingldeas.com 
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THE  REST 

46% 


According  to  Forrester  Research,  more  than  half  the  enterprise 
companies  in  North  America  and  Europe  rely  on  Dell 
for  notebook  and  desktop  computers. 
Who  do  you  rely  on? 

-How  Enterprise  Buyers  Rate  Their  PC  Suppliers  And  Wfiat  It 
Means  For  Future  Purchases,  Forrester,  November  2007. 


GET  YOUR  FREE  COPY  OF  FORRESTER'S  REPORT  AT 

DELL.COM/Numberone 


Actual  Forrester  quote:  "Dell  is  clearly  the  No.  1  enterprise  desktop  and  laptop  supplier."  Survey  question:  "From  which  vendor 
did  you  purchase  desktops  in  the  last  12  months?"  Base:  565  PC  decision-makers  at  North  American  and  European  Enterprises. 
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PERFECT 


LAPTOP 


inside  Lenovo's  quest 
lo  design  the  ultimate 
portable  computer  042 

^Y  STEVE  HAMM 
^KENJIHALL 


II.S.  AIRLINES  028 

^erger  mania  has 
Euro-carriers  circling 
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Just  how  far  will  th 


^^N    Protect  your  IT  system  from  floor  to  celling.  There's  one  thing  of  which  you  can  be  <J||( 

\^^  Any  weal<  link  in  your  IT  security  system  will  be  exploited.  At  Fujitsu,  we've  drawn  orljo 
expertise  in  everything  from  servers  to  semiconductors  to  develop  storage  systems  thatilij 
safeguard  the  data  that's  vital  to  your  business.  |s( 

Redundant  redundant  security  security.  To  spend  less  time  worrying  ^ 
your  data,  you  need  the  scalability,  performance  and  reliability  of  FlF^ 
starting  with  our  ETERNUS  storage  systems.  Not  only  does  ETERNUS 
data  encryption  to  maximize  protection,  but  it  also  features  fully  redun 
hot-swappable  and  hot-expandable  components  to  ensure  non-1 
operation.  And  ETERNUS  SF  storage  management  software  combines  if 
(which  supports  IPSec)  and  AdvancedCopy  Manager  to  give  you  another  * 
of  protection  by  encrypting  data  that's  being  transferred  to  a  remote  back- 


With  reliable  hardware  and 

redundant  security  measures,  only 

those  on  the  guest  list  get  in. 


to  steal  your  data? 


u  keeps  your  data  from  falling  into  the  wrong  hands.  As  the  world's 
largest  IT  services  provider,  Fujitsu  is  always  working  to  make  your  IT 
■n  as  secure  as  possible.  Because  it's  our  job  to  anticipate  your  needs, 
3  solutions  to  problems  you  may  not  even  be  aware  of  yet.  For  more 
jiatlon  visit  our  website. 

;\  ^  IJ  3   World-class  storage  systems  for  the  most  demanding  business  environments. 

^  ]^  U  3  5  f   Advanced  software  tfiat  enables  business  continuity  by  simplifying  the  storage  system  and  data  management. 


r 
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Think  of  ETERNUS 

storage  systems  as  an 

indomitable  fortress. 

Willi  another  indomitable 

fortress  around  that. 


us  at  us.fujitsu.com/security 


FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 
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Adventures  by  Disney 

takes  you  to  the  very  places  you 
imagine  when  you  hear  the  phrase, 

"Once  upon  a  time."  With 
our  new  2008  itineraries, 

you  can  journey  to  even  more  of 

the  world.. .from  European 
castles  to  Incan  cities. 

These  hassle-free  vacations  offer 
exclusive  experiences  and  special 
fun  for  kids  on  trips  led  by 

Disney-trained  Adventure 

(jUldeS  who'll  show  you  the 
world  in  magical  ways  only  Disney 
could  dream  up. 

Find  out  more  at 
AdventuresByDisney.com 

Call  877.728.7282 

or  your  Travel  Agent 
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Day  Three,  10:00  am.  Kayakit^^^^|H|[pver  after  breakfast,  we  float  right  under 
the  ancient  Roman  Pont  du  Card  aqueduct  din  this  "iTiagnifique"  adventure. 
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Kuents  always  treated  me 
iny  other  kid.  And  when 
,  my  mom  didn't  always 
to  pick  me  up.  "Sarah's 
I  to  pick  herself  up."  Ir 
I  really  important  lesson, 
le  to  learn.  For  me  to 
up/Ialways  had  to  _-, 
Lighef'than  the  rest.  ^ 
I-.think  that's  still    / 
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The  head-to-head  battles  begin  February  20th. 
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Accenture  Match  Play  Championship 

Sixty-four  of  the  world's  top-ranked  golfers  go  head-to-head  in  a 
single-elimination  showdown  February  20-24.  Watch  on  NBC  and 
the  Golf  Channel.  Visit  accenture.com/golf 
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JILDING  THE  PERFECT  LAPTOP 

novo  devoted  20  months  to  its  superslim 
linkPad  X300,  seeking  to  create  the  ideal 
mbination  of  features,  price,  and  weight, 
[ill  it  be  the  "halo"  product  the  company 

I 

eds  to  hoist  itself  into  tech's  top  ranks?  ibwi 
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BANKS  AND  BUFFETT  TO  THE  RESCUE 

It's  called  "Project  Lifeline,"  but  how  much  of  a 
lifeline  will  it  be?  On  Feb.  12,  Treasury  Secretary 
Henry  Paulson  and  six  big  banks  unveiled  a  plan  to 
"pause"  the  foreclosure  process  for  30  days  to  let 
selected  homeowners  work  out  new  terms.  The  program 
wouldn't  be  limited  to  subprime  loans  but  would  help 
only  a  fraction  of  those  facing  foreclosure.  Meanwhile, 
Warren  Buffett  tossed  his  own  lifeline  to  three  leading 
bond  insurers,  offering  to  reinsure  $8oo  billion  in  muni 
bonds.  That  could  enable  them  to  keep  their  coveted 
AAA  ratings.  Hardly  anyone  expects  MBIA,  Ambac,  and 
FGIC  to  go  for  it,  however,  since  that  would  leave  them 
covering  only  mortgage  bonds  —  and  probably  sink  them. 

□  "Behind  Buffett's  Bond  Gambit"  businessweek.conrt/magazine 


YAHOO!  PLAYS  HARD  TO  GET 

It  may  look  a  tad  dysfunctional, 
but  Microsoft's  courting  of  Yahoo 
has  entered  the  phase  when  the 
pursued  professes  indifference. 
Yahoo  told  its  would-be  swam 
on  Feb.  1 1  that  its  unsolicited 
bid— valued  at  $42  billion  on 
Feb.  13— "substantially  underval- 
ues" the  company.  Microsoft  fired 
back  that  its  offer  is  "full  and  fair." 
Neither  company  is  walking  away 
for  now,  though  The  Wall  Street 
Journal  said  on  Feb.  1 3  that 
Yahoo  and  News  Corp.  are  talking. 
Microsoft  may  still  raise  its  bid  and 
plead  its  case  to  shareholders. 
□  "Yatioo's  High-Stakes  'No  Thanks'" 
businessweek.com/magazine 


I  Amount  of 

;  muni  bonds 
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THE  PRIMARY  WATCH 

After  sweeping  the  GOP 
"Potomac  Primary"  in  Maryland, 
Virginia,  and  Washington,  D.C., 
on  Feb.  1  2,  Senator  John  McCain 
joked  that  he  was  "fired  up  and 
ready  to  go,"  stealing  a  line  from 
Senator  Barack  Obama,  who 
also  swept  his  party's  Potomac 
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tests.  McCain  may  be 
laling  that  he  figures  he'll 
;  Obama  in  November. 
Senator  Hillary  Clinton, 
very  close  to  Obama  in 
delegate  count,  is  far  from 
ig  up:  She's  staking  her 
ipaign  on  big-state  votes  in 
0,  Texas,  and  Pennsylvania. 
I  PAGE  034  "Business, 
Tia-Style" 


.L  THEY  SPEND  IT? 

/  that  Congress  has 
sed  a  stimulus  plan,  the 
question  is  what  Ameri- 
5  will  do  with  their  checks 
1  Uncle  Sam.  In  a  survey 
American  Century  Invest- 
its,  only  27%  said  they 
Id  spend  the  rebate  right 
y,  while  the  rest  figure  to 
V  the  money  into  savings, 
st  it,  or  use  it  to  pay  down 
.  But  take  that  with  a  grain 
lit.  In  a  Gallup  survey  from 
1 ,  just  1  7%  of  respon- 
s  said  they  would  spend 
tes  the  IRS  sent  out  that 
Economists  later  discov- 
that  households  actually 
t  between  50%  and  70% 
e  money. 
ilon.com 


IL  OF  A  NEW  LAPTOP 

laptop  computer  sales 
ily  overtaking  desktops 
mobile  phones  morphing 
computers,  the  Por- 
Era  is  truly  upon  us.  The 
d's  top  tech  companies 
acing  to  produce  the 
designs,  packed  with  the 
cutting-edge  technolo- 
at  the  right  price.  Last 
h,  Apple's  MacBook 
ebuted  as  the  world's 
est  notebook.  Now  the 
ey  of  Lenovo's  svelte  and 
re-laden  ThinkPad  X300 
des  a  behind-the-scenes 
at  the  long  slog  it  takes 
Dduce  the  ultimate  mobile 
3uter. 

'AGE  042  "Perfect:  The  Quest 
iign  the  Ultimate  Portable  PC 


SOCGEN  RAISES  CASH 

Shares  for  sale— cheap.  That's 
the  come-on  from  Societe  Ge- 
nerale,  which  on  Feb.  1 1  an- 
nounced an  $8  billion  capital 
increase  to  help  it  recover  from 
getting  whacked  by  a  rogue 
trader.  The  bank  will  sell  shares 
at  a  generous  39%  discount  to 
offset  losses  of  $7.1  billion  on 
trades  by  Jerome  Kerviel  and 
$3.8  billion  on  U.S.  subprime 
and  real-estate  investments. 
And  in  a  new  wrinkle,  the 
rogue  may  have  had  a  fellow 
rogue,  an  employee  at  a  Soc- 
Gen-affiliated  brokerage  who 
may  have  helped  Kerviel  carry 
out  and  cover  up  unauthorized 
trades. 

B  "SocGen  Sinks  on  Stock  Issue, 
Writedown" 
businessweek.com/magazine 


NOW  START  WRITING! 

Hollywood  is  scrambling  to 
get  TV  cameras  rolling  in  the 
wake  of  the  Feb.  1 3  settle- 
ment of  the  eight-week  writers 
strike.  The  deal,  which  gives 
writers  a  piece  of  the  action  for 
shows  that  are  downloaded 
or  streamed  online,  comes 
too  late  for  most  programs  to 
complete  the  season— though 
some,  like  ABC's  Boston  Legal, 
which  had  shot  1 4  of  its  22 
episodes,  may  finish  their  runs. 
To  beef  up  ad  revenues,  the 
end  of  the  season  could  be 
pushed  back  to  June. 


MORE  DETROIT  BUYOUTS 

The  bad  news:  General  Motors 

on  Feb.  1  2  reported  a  loss  of 
$39  billion  for  2007,  a  record 
for  the  company.  The  good 
news:  It  was  almost  all  due 
to  a  paper  loss  of  unused  tax 
credits.  GM  also  announced 
a  sweetened  buyout  and 
early  retirement  offer  to  all  its 
74,000  U.S.  hourly  workers  in 
a  move  to  replace  some  with 
younger,  cheaper  employees. 
Ford,  meantime,  is  looking  to 
cut  9,000  hourly  workers  on 
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More  time  with 
your  spouse,  less 
witli  your  mouse. 

Work  smarter  with  e-mail,  contacts, 
calendars  and  Web  access, 
all  on  the  nation's  largest  mobile 
broadband  network. 
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BlackBerry'Pearr8130 
smartphone 


1-800-SPRINT-1 
sprint.com/smartphones 


':' BlackBerry 


Largest  claim  based  on  total  network  size  (sq.  miles).  Coverage  not  available  everywhere.  See 
sprint,com/coverage  for  details.  Sprint  Mobile  Broadband  Network  reacties  over  230  million  people 
(inclusive  of  data  roaming).  Not  available  in  all  markets/retail  locations.  Call  for  details.  Research  In 
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top  of  the  32,800  it  bought  out 
last  year — and  as  many  white-col- 
lar staff  as  will  take  a  package. 
B  "Elusive  Profits  Punish  GM" 
buslnessweek.com/magazine 


LORD  OF  THE  LAWSUITS 

Shifting  the  battle  from  Middle 
Earth  to  a  Los  Angeles  courtroom, 
a  Bntish  charity  that  manages 
the  estate  of  Lord  of  the  Rings 
author  J.R.R.  Tolkien  sued  New 
Line  Cinema  on  Feb.  1 1 .  The  suit 
alleges  that  New  Line  bilked  the 
Tolkien  Trust  out  of  its  7.5%  chunk 
of  the  film  trilogy's  gross  profits. 
The  trust,  the  latest  in  a  line  of 
Lord  of  tfie  Rings  challengers  that 
included  director  Peter  Jackson 
(he  has  settled)  and  producer 
Saul  Zaentz,  seeks  $1  50  million 
in  compensatory  damages.  It  also 
wants  the  right  to  stop  New  Line 
from  making  Thie  Hobbit,  a  prequel 
the  Time  Warner  unit  has  said  it 
will  produce  with  MGM.  New  Line 
declined  to  comment. 


PRISON  FOR  LERACH 

Class-action  kingpin  William 
Lerach  will  be  disbarred  and 
put  behind  bars.  On  Feb.  1 1  a 


federal  judge  ordered  the  longtime 
nemesis  of  corporations  to  serve 
two  years  in  prison.  Lerach,  61 , 
pleaded  guilty  to  participating 
in  a  scheme  to  pay  kickbacks  to 
people  recruited  by  his  former  law 
firm  to  serve  as  plaintiffs  in  share- 
holder lawsuits.  He  will  also  pay 
an  $8  million  fine.  Others  from  law 
firm  Milberg  Weiss  have  pleaded 
guilty  or  are  facing  charges  in  con- 
nection with  the  scheme. 


BOARD  BATTLES 

With  their  stocks  sagging  near 
five-year  lows,  Wendy's  Interna- 
tional and  New  York  Times  Co. 
have  proxy  wars  on  their  hands. 
Nelson  Peltz  wants  to  swallow 
Wendy's  outright  with  a  proposal 
to  expand  the  board  to  1 5  mem- 
bers. He  already  controls  three 
seats  and  would  appoint  five  more 
members.  Over  at  the  Times  Co., 


two  hedge  funds  with  a  combined 
interest  of  10%  in  the  struggling 
company  will  fight  for  the  seats  not 
controlled  by  the  Sulzbergers. 


THE  SPIELBERG  FACTOR 

It's  the  first  major  political  fallout 
prior  to  the  Summer  Olympics  in 
China,  but  it  no  doubt  won't  be 
the  last.  Steven  Spielberg,  whose 
storied  list  of  movies  include  the 
1  993  Holocaust  film  Sctiindler's 
List,  said  on  Feb.  1  2  that  he's 
leaving  the  post  of  artistic  adviser 
to  the  Beijing  Olympics  because 
the  People's  Republic  isn't  doing 
enough  to  pressure  its  ally  Sudan 
to  end  the  humanitarian  crisis  in 
Darfur.  Spielberg  was  to  have 
helped  stage  the  opening  and 
closing  ceremonies.  His  move  may 
give  human  rights  groups  new 
ammo  in  their  drive  to  persuade 
corporate  sponsors  to  withdraw. 
□  "China:  Spielberg's  Olympic-Sized 
Snub"  buslnessweek.com/magazine 


FLYING  IN  FORMATION 

Talk  of  big  U.S.  airline  merg- 
ers has  swirled  for  years.  Now 
the  rubber  is  finally  meeting  the 
runway.  Delta  and  Northwest  are 
expected  to  announce  in  com- 
ing weeks  a  marnage  that  would 
create  the  nation's  largest  carrier. 
If  that  happens,  United  and  Con- 
tinental would  likely  team  up,  and 
American  could  be  counted  on  to 
grab  a  regional  player  like  Alaska 
or  Frontier.  What's  driving  these 
deals?  Most  immediately,  $90  oil, 
but  an  equally  big  threat  is  the  new 
bilateral  treaty  called  Open  Skies, 
which  gives  U.S.  and  European 
carriers  greater  freedom  to  fly 
transatlantic  routes. 
I  BW I  PAGE  028  "Survival  of 
the  Biggest" 
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IFFY  NUMBERS  FROM  AIG 

Insurance  giant  American  Inter- 
national Group  still  can't  count 
straight.  Three  years  after  a  major 
accounting  scandal,  the  firm's 
auditor,  PricewaterhouseCoopers, 
says  it  has  found  a  "matenal 
weakness"  in  AIG's  estimate  of 
its  exposure  to  securities  backed 
by  subprime-mortgage  debt.  That 
led  AIG  on  Feb.  1 1  to  boost  its 
November  writedown  on  subprime 
by  $3.6  billion.  Last  fall,  AIG  offi- 
cials said  its  exposure  to  subprime 
losses  was  minimal.  The  new 
disclosure  puts  pressure  on  CEO 


AIG'S  AGONY 


AIG  STOCK  PRICE 


'I  A.kA..A 


40  - 


NOV.  07 
Data;  Bloomberg  Financial  Markets 


Martin  Sullivan,  who  got  his  job 
after  the  last  accounting  mess. 

B  "Investors  Slam  AIG  Over  Sw/aps" 
businessw^eek.com/magazine 


FREESCALE'S  NEW  CEO 

It's  a  shining  example  of  a  deal 
gone  wrong  from  the  recent  crop 
of  LBOs.  Freescale  Semiconduc- 
tor, spun  off  from  Motorola  and 
taken  pnvate  in  late  2006  for 
$1 7.5  billion  by  Blackstone  Group 
and  others,  has  struggled  ever 
since.  On  Feb.  8  it  announced  that 
CEO  Michel  Mayer  is  quitting.  He'll 
be  replaced  by  Richard  Beyer, 
now  head  of  chipmaker  Intersil. 
B  "Q&A  with  Freescale's  New  CEO" 
businessweek.com/magazine 


EXXONMOBIL  VS.  CHAVEZ 

"Bandits."  "Imperialist  thieves."  So 
blustered  Venezuelan  President 
Hugo  Chavez  after  ExxonMobil 
obtained  court  orders  on  Feb.  7 
freezing  $1 2  billion  in  overseas 
assets  belonging  to  Venezuela's 
state  oil  monopoly.  But  the  tem- 
pestuous former  paratrooper  is 
unlikely  to  carry  out  his  threat  to 
stop  shipments  to  the  U.S.,  which 


takes  two-thirds  of  Venezuela's  oil 
exports,  because  the  only  major 
refineries  capable  of  handling  the 
sulfurous  crude  are  stateside.  He 
did  suspend  an  unrevealed  amount 
of  oil  sales  to  Exxon.  Last  July, 
Petroleos  de  Venezuela  expropri- 
ated two  ExxonMobil  oil  ventures, 
and  the  oil  giant  went  to  arbitra- 
tion. The  asset  freeze  is  aimed  at 
making  sure  Venezuela  forks  over 
compensation. 
S  "Chavez's  Big  Oil  Bluff" 
businessweek.com/magazlne 


CHINA'S  WINTER  WOES 

What  can  put  a  chill  into  the 
mainland's  economy?  Snow,  that's 
what.  A  Lehman  Brothers  report 
estimates  that  gross  domestic 
product  growth  in  tj^e  first  quarter 
could  come  in  as  much  as  two 
percentage  points  short  of  fore- 
casts because  of  freak  storms  that 
caused  transportation  snarl-ups 
and  losses  in  agriculture  and  live- 
stock. Industry  may  take  another 
hit  later  in  the  year:  In  a  bid  to 
clean  up  the  air,  Beijing  is  mulling 
a  two-month  holiday  for  factones 
timed  to  the  summer  Olympics. 
Q  Lehman  Brothers 
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Chavez  said 
he'd  cut  off  oil 
shipments  to  I 
the  U.S.,  but  thJ 
seems  unllkelyi^ 


ZHANGEIS: 
"ASTER,  SMARTER 
5i  MULTILINGUAL 

AORE  KIOSKS  THAN  ANY  OTHER  AIRLINE 

'2lta  has  installed  over  1000  more  efficient  airport  check-in  kiosks.  Now  with  kiosks 
every  single  U.S.  destination  served  by  Delta,  you'll  almost  never  have  to  wait  to 
eck  in.  Visit  delta.com  to  book  the  lowest  fare  guaranteed  or  your  money  back.* 


Printing  boarding  passCes)  ior 
Peter  Cortez 


A  DELTA 


^AM 


is  the  lowest  Delta  fare  for  the  requested  itinerary  and 
deita.com  at  the  time  of  inquiry.  Restrictions  apply  to 

Sitdelta.com  for  details. 
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WHAT  TO  EXPECT  IF  YOU'RE  EXPECTING  RECESSION 

Watch  four  indicators  with  good  track  records  at  predicting  downturns  to  preview  where  tb 
economy  is  likely  to  go  next 

The  economic  data  are  taking  on  a  new  urgency.  Recently,  a  few  of  the  economy's  vital  signs  have  bee 
erratic.  Most  notably,  a  popular  measure  of  service -sector  activity  plunged  to  an  all-time  low,  and 
payrolls  last  month  posted  the  first  monthly  decline  in  nearly  4V2  years.  The  trouble  is,  that's  what  t' 
data  often  do  when  the  economy  is  sinking  into  recession:  They  surprise,  sometimes  shockingly,  on 
the  downside.  Most  reports  in  the  coming  weeks  will  almost  certainly  look  glum.  But  just  how  glum 


Economists'  expectations  have 
dropped  sharply  in  only  the  past  four 
weeks.  The  51  forecasters  surveyed  by 
Blue  Chip  Economic  Indicators  now  ex- 
pect first  -  half  growth  to  average  only 
0.8%,  down  from  their  1.6%  projec- 
tion in  January,  and  the  number  of  out  - 
right  recession  forecasts  is  growing. 

More  negative  data  surprises  would 
validate  the  pessimists'  view.  How- 
ever, four  indicators  will  be  especially 
important  over  the  next  few  weeks: 
new  filings  for  unemployment  insur- 
ance every  Thursday,  the  February 
manufacturing  and  nonmanufactur- 
ing  indexes  from  the  Institute  for 
Supply  Management  (ISM)  on  Mar.  3 
and  5,  and  the  Labor  Dept.'s  Febru- 
ary employment  report  on  Mar.  7 
(table).  Why  these?  They  are  timely, 
indicative  of  broad  business  trends, 

HOW  TODAY'S  DATA  COMPARE 
WITH  PAST  RECESSIONS 


WEEKLY 
JOBLESS 
CLAIMS 


AVERAGE.  FIRST 
THREE  MONTHS 
OF  LAST  TWO 
RECESSIONS 

387,000 


LATEST 
READING 

335,000* 

(FEB.  2) 


JOB 
LOSSES 


114,000 


17,000 

(JAN.) 


ISM  INDEX 
MANUFACTURING 


44.1 


50.7 

(JAN.) 


ISM  INDEX 
NON- 
MANUFACTURING 


49.3* 


44.6 

(JAN.) 


•FOUR-WEEK  AVERAGE    "2001  RECESSION  ONLY 

Data;  Labor  Dept.,  Institute  for  Supply  Management, 
Global  Insight 


and  sensitive  to  swings  in  activity,  and 
two  of  them  were  unexpectedly  weak 
in  January. 

Start  with  the  labor  markets.  Pay- 
rolls don't  just  edge  lower  in  a  reces- 
sion, as  they  did  in  January,  falling 
17,000.  They  drop  like  a  stone.  In  the 
2001  recession,  for  example,  which 
began  in  March,  job  gains  slowed  to 
a  mere  15,000  per  month  in  the  first 
quarter  of  the  year.  Then  in  April  they 
plummeted  281,000,  with  losses  av- 
eraging about  200,000  per  month  for 
the  rest  of  the  year.  In  a  2008  recession 
scenario,  February's  job  report  would 
revise  January  payrolls  to  show  a  larger 
loss,  and  February  employment  would 
drop  100,000  or  so. 

Weekly  unemployment  claims  gave 
a  warning  of  the  big  2001  job  losses, 
and  they  would  likely  do  the  same  in 
2008.  By  mid-March  in  2001,  the  four- 
week  average  of  claims  had  jumped  to 
about  390,000  new  filings  per  week, 
up  from  about  340,000  in  mid-De- 
cember. Right  now,  claims  are  averag- 
ing 335,000  through  early  February. 
That's  consistent  with  nothing  worse 
than  anemic  economic  growth,  sug- 
gesting slower  hiring  rates  rather  than 
rising  layoffs.  Based  on  past  trends, 
the  four-week  average  would  have  to 
jump  into  the  375,000-400,000  range 
to  foretell  recession -like  job  losses. 

All  eyes  will  also  be  on  the  ISM's 
index  of  nonmanufacturing  activity, 
mainly  service  industries,  for  confir- 
mation of  its  January  swoon,  to  44.6, 


from  53.2  in  December.  Readings  ui 
der  50  indicate  business  is  contract 
The  index  goes  back  only  to  1997,  S( 
comparisons  to  earlier  recessions  a , 
shaky.  But  based  on  the  index's  pasv 
relationship  with  economic  growth 
its  January  level,  if  maintained  for  t 
quarter,  would  be  consistent  with  a 
highly  unlikely  double -digit  plungci 
in  real  gross  domestic  product.  Alsi 
the  sharp  decline  in  the  employmeii 
component  of  the  overall  index  woic 
imply  payroll  losses  during  the  qua 
averaging  nearly  16 0,000  per  montr 

The  drop  in  the  ISM's  nonmanu- 
facturing index  contradicts  the  ISN' 
manufacturing  gauge,  which  has  a  j 
better  and  longer  record  at  spottinji 
recessions.  Over  time,  the  two  hav(' 
tracked  each  other  fairly  well,  but 
the  factory  index  rose  in  January,  t( 
50.7  from  48.4,  which  did  not  put  i" 
at  a  recession  level.  Historically,  a 
nonmanufacturing  index  at  Januar. 
nadir  would  be  associated  with  a 
manufacturing  reading  of  about  42; 
which  would  set  off  alarms.  The  re( 
sion  script  now?  February's  nonmc 
facturing  index  would  fail  to  rebou 
enough  to  take  it  out  of  the  danger 
zone,  while  the  manufacturing  gau 
would  reverse  course  and  join  it  th( 

Economic  reports  other  than  th« 
four  will  also  be  important  in  divin 
the  economy's  path  in  the  first  hall 
However,  if  the  numbers  are  going 
start  singing  recession,  this  quarte 
will  lead  the  chorus.  IBWI 
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It's  not  just  the  flagship  of  a  company,  but  of  an  entire  industry. 


THE  2008  S-CLASS. 


While  we  don't  claim  to  predict  the  future,  we  can  tell 
you  with  some  degree  of  confidence  what  automakers 
will  be  doing  in  the  years  to  come.  We  say 
this  not  as  a  matter  of  mere  speculation,  but 
from  firsthand  experience. 

For  decades,  the  S-Class  Sedan  has 
been  the  platinum  standard  of  luxury, 
craftsmanship  and  engineering  innovation,  and  the 
inspiration  for  many  of  the  industry's  most  meaningful 
and  important  advancements. 

Yet  its  leadership  role  is  not  merely  a  product  of  its 
unequaled  technological  prowess.  Since  its  inception, 
the  car's  striking  presence  has  been  an  S-Class 
trademark.  The  current  model  is  a  perfect  example- 
subtle  in  design  and  undeniably  commanding  in  scale. 


Yet  this  imposing  automobile  performs  with  agility  and 
grace  that  is  nothing  less  than  breathtaking. 

An  S  550  will  carry  its  occupants  in  luxury 
from  0  to  60  mph  in  just  5.4  seconds.*  (An 
AMG  variant  of  the  same  car  will  do  it  in  4.5 
:econds.)  And  on  the  German  autobahn, 
this  car  can  cruise  in  excess  of  135  mph.** 
The  sense  of  complete  serenity  at  these  speeds,  or  any 
speed,  is  yet  another  facet  of  its  flagship  character  And 
the  one  which  other  makers  find  most  difficult  to  duplicate. 
As  the  2008  S-Class  rolls  out  of  the  factory  in 
Stuttgart,  it  will  undoubtedly  capture  the  hearts  of 
the  pundits.  World  governments,  sports  heroes  and 
business  moguls  will  make  their  purchases.  But  few  will 
pay  closer  attention  than  the  people  who  build  other  cars. 


THE  S-CLASS.  The  sedan  that  set  the  standard  for  advanced  automobile  engineering  and  continues  to  raise  it. 
— Unlike  any  other.  


Mercedes-Benz 


MBUSA.com 


tales  of  acceleration  are  based  on  manufacturer's  track  results  anrj  may  ,ar;  -.Mpendtng  on  model,  pnvironmental  and  road  -.nrfa-"  rn,H:fr.n-,  rtr^vinp,  .'ylo,  oio,,,,r:„n  :.nn.  v„h,.!,.  k>„i   •  •  Pl,.,s»  always  drr, 
consistent  with  conditions  and  alwa/s  obey  local  speed  limits.  3  550  sr.c./-  in  Black  paint      For  more  information  on  Mercedes-Benz  products,  call  1-800  FOR-MERCEDES,  oi  visit  MBUSA.com. 
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f  can  help  you  upgrade  your  technology. 
Your  wardrobe  is  entirely  up  to  you. 


HP  Workstation  xw6400 

•  Dual-Core  Intel'"'  XeorT^''  Processor  5140  (2.33GHz) 

•  Memory:  2GB 

•  160GB  SATA  hard  drive 

•  DVD-ROM  drive 

•  Windows'"  XP  Professional 


WKSW     m      ^2435^ 

^^  A^B  x.„.  CDW 1014182 


SMART  BUY  - 
INSTANT  SAVINGS' 


HP  Flat  Panel  w19 

•  19"  wide-screen  LCD 

•  Contrast  ratio  of  500:1  and  resolutions  up  to  1440x90 

•  VGA  and  DVI-D  connections  that  support  analog  or  digital  modes 

•  Three-year  limited  parts,  labor  and  bacl<light  warranty 

$224  CDW  1234684 

Adobe®  Creative  Suite®  3  Design  Premium^ 

•  Work  with  full  new  versions  of  Adobe's  professional  design  tools  for  page 
layout,  image  editing,  illustrations  and  Adobe®  PDF  workflows 

•  Utilize  new  tools  for  producing  engaging  Web  sites,  interactive  experiences 
and  mobile  content 

•  Experience  tight  integration  for  maximum  productivity 


Upgrade  from  Creative  Suite®  or  Studio"  $599.99  CDW  1153148 
Full  version  $1799.99  CDW  1153146 


We're  there  with  the  technology  solutions  you  need. 

Music  and  vintage  clothing  still  have  a  place  in  the  world  today.  Old  technology?  Not  so  much.  From 
upgrades  to  the  latest  operating  system,  or  even  switching  to  a  new  one  altogether,  CDW  has  the 
desktops  to  suit  your  needs.  Of  course,  we  also  offer  a  personal  account  manager  who  knows  the  needs  of 
your  business,  as  well  as  technology  specialists  to  answer  questions  and  a  host  of  configuration  services. 
Bottom  line  -  we'll  make  sure  you  get  what  you  want,  when  you  want  it.  So  call  CDW  today  and  upgrade 
to  where  you  need  to  be.  Technologically  speaking,  of  course. 

CDW.com    800.399.4CDW 


imiiiiimb;^^s^s^s!.^ssmii^M' 
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'HP  SiTiart  Buy  Instant  savings  reflected  in  advertised  price:  HP  Smart  Buy  instant  savings  Is  based  on  a  comparison  of  tlie  HP  Smart  Buy  price  versus  the 
standard  list  price  of  an  identical  product;  savings  may  vary  based  on  channel  and/or  direct  standard  pricing  -Includes  Adobe  InDesign  CSS,  Adobe  Acrobat  8 
Professional,  Adobe  Illustrator  CS3,  Adobe  Photoshop  CSS  Extended,  Adobe  Flash  CSS  Proftssional  and  Adobe  Dreamweaver  CSS.  Offer  subject  to  CDW's 
standard  terms  and  conditions  of  sale,  available  at  CDW.com.  ©2008  CDW  Corporation      \ 
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CATION:  THE  NEXT  GENERATION 
F  U.S.  WORKERS  IS  FALLING  BEHIND 


jmes  Mehring/Charts  by  Laurel  Daunls-Allen 

.  students  are  far  from  the  head  of  the  class  globally.  SAT  math  scores 
about  the  same  since  1972,  and  reading  results  are  lower.  In  science, 
U.  S,  is  stuck  in  the  middle  of  the  pack.  Employers  are  not  impressed. 


Rank  of  American 
fourth-graders  In 
a  2006  reading  survey 
spanning  40  countries. 

Data:  International  Association  for  the 
Evaluation  of  Educational  Acfiievement 


Start:  American  companies 
nost  disappointed  in  the 
of  high  school  graduates 

RE  OF  EMPLOYERS  WHO  RATE 
K  PREPAREDNESS  OF  NEW 
;SAS* 


FICIENT 
3EQUATE 


EXCELLENT 


1  SCHOOL  GRADUATES 
3.E.D.  EQUIVALENT 


•YEAR  COLLEGE 
ECHNICAL  SCHOOL 


^YEAR 

.EGE  GRADUATES 


JURVEY  OF  EtvlPLOYER  RATINGS 
ON  ENTRY-LEVEL  POSITIONS 
)PRIATE  FOR  EDUCATION  LEVEL 
rfie  Conference  Board 


NOT  MAKING  THE  GRADE  IN  SCIENCE 

Despite  living  in  one  of  the  world's  richest  countries,  American 
students  perform  relatively  poorly  on  science  exams 

INJERN^TIONAL  STUDENT  PER^FORMANCE  IN  SCIENCE  COMPARED  TO  COUNTRY  AFFLUENCE 

POORER-PERFORMING  STUDENTS 
IN  HIGHER-INCOME  COUNTRIES 


!  40 


POORER-PERFORMING  STUDENTS 
IN  LOWER-INCOME  COUNTRIES 


350  400  450  500  550  600  650 

SCIENCE  TEST  SCORE 

NOTE-  MEDIAN  VALUES  BASED  ON  THE  57  COUNTRIES  IN  THE  PROGRAM  FOR  INTERNATIONAL  STUDENT  ASSESStVIENT  SURVEY 
•GROSS  DOIUIESTIC  PRODUCT  IS  MEASURED  ON  A  PURCHASING-POWDER  PARITY  BASIS  WHICH  TAKES  INTO  ACCOUNT 
RELATIVE  DIFFERENCES  IN  COST  OF  LIVING  AND  INFLATION 
Data;  Organization  for  Economic  Cooperation  &  Development,  World  Bank,  BusinessWeek 


Jiastic  Aptitude  Tests:  While  math  scores  have  improved  slightly,  reading  comprehension  continues  to  languish 


AVERAGE  SAT  SCORE 

•  READING 

•  MATH 
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Innovation  has  become  a  defining  facte 
for  the  world's  leading  corporations,  ar 
now  our  S&P/ BusinessWeek  Global 
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SHOW  ME  THE  STIMULUS 

As  Washington  rolls  out  the  stimulus 
package,  confusion  is  rampant.  Who 
gets  a  rebate  and  for  how  much? 
Plus,  scams  to  watch  out  for. 

AARP:  LOOK  BEFORE  YOU  LEAP 

Do  your  research  before  you 
jump  on  AARP  deals.  Some  of  its 
financial  products  may  not  always 
be  the  best  choice  for  seniors. 
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your  options. 
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imagine  a  company  creating  an 
HDTV  with  40%  more  colors 

From  teal  to  turquoise,  salmon  to  sienna,  colors  are  simply 
better  on  the  61"  Samsung  DLP  1080p  LED  HDTV.  Our  Cinema 
Pure"  LED  color  engine  delivers  a  wider  spectrum  of  colors 
versus  competing  HDTV  technologies.  Movies  and  sports  are 
simply  brilliant.  What's  more,  this  incredible  picture  is  framed 
in  an  ultra  slim  bezel  (0.6").  With  Samsung,  it's  not  that  hard 
to  imagine.  To  learn  more,  please  visit  www.samsung.com/hd 
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GET  THE  WEB'S  BEST 
FINANCIAL  RESOURCE 
ON  YOUR  WINDOWS 
MOBILE  PHONE. 

Explore  stock  performance 
on  world  markets. 

Create  customized  charts 
for  deeper  analysis. 

Learn  about  connections 
among  key  executives. 

Download  now: 
buslnessweek.com/wmapp 


Presented  exclusively  on 
Windows 


a;^  Mobile 


Connectivity  and  synchronization  may  require 
separately  purctiased  equipment  and/or  wireless 
products  (e.g.,  Wi-Fi  card,  network  software,  server 
hardware,  and/or  redirector  software).  Service  plans 
are  required  for  Internet,  Wi-Fi,  and  phone  access. 
Features  and  performance  may  vary  by  sen/ice 
provider  and  are  subject  to  network  limitations. 
See  device  manufacturer,  service  provider,  and/ 
or  corporate  IT  department  for  details.  Application 
licensed  and  distributed  by  BusinessWeek. 


THE  NEXT  BUSINESS  WEEK 


CALENDAR 


GAME  DEVELOPERS 
CONFERENCE 

Feb.  18-22 

The  industry  event,  with 
more  than  1 6,000  game 
designers,  programmers, 
corporate  executives,  and 
other  industry  profession- 
als, will  be  held  at  the 
Moscone  Center  in  San 
Francisco. 

CANADIAN  ECONOMY 

Feb.  19,  7  a.m.  EST 
Inflation  most  likely  cooled 
in  January,  and  retail  sales 
data,  due  on  Feb.  22,  are 
expected  to  be  weak. 
Lower  inflation  and  slower 
economic  growth  would 
keep  the  door  open  for 
more  interest  rate  cuts  by 
the  Bank  of  Canada. 

MEDTRONIC 

Feb.  19,  8  a.m.  EST 
Third-quarter  profits  were 
probably  flat  vs.  a  year 
ago.  The  medical  device 
maker  on  Feb.  1  received 
U.S.  government  approval 
to  sell  its  Endeavor  drug- 
coated  stent  for  heart 
patients. 

HEWLETT-PACKARD 

Feb.  19,  11  a.m.  EST 
The  computer  maker  is 
expected  to  report  an 
impressive  gain  in  fiscal 
2008  first-quarter 


earnings.  After  a  big  2007, 
analysts  expect  an 
industry-wide  global 
slowdown  in  PC  sales. 

WAL-MART 

Feb.  1 9,  1  2  noon  EST 
The  world's  biggest 
retailer  releases  fourth- 
quarter  earnings.  The  first 
quarter  got  off  to  a  poor 
start  as  Wal-Mart  posted 
January  same-store  sales 
growth  of  0.5%,  far  short 
of  its  2%  forecast. 

SHINY  PROFITS 

Feb.  20 

Several  gold  producers 
announce  fourth-quarter 
results,  starting  with 
Anglo  American  and 
Agnico-Eagle  Mines. 
Barrick  Gold,  Goldcorp, 
Kinross  Gold,  and 
Newmont  Mining  report 
results  on  Feb.  21. 

PRICE  PRESSURES 

Feb.  20,  8:30  a.m.  ^ST 
U.S.  consumer  prices 
probably  rose  at  a 
monthly  clip  of  0.3%  in 
January.  Despite  weaker 
economic  conditions,  the 
yearly  pace  of  inflation 
remains  above  2%, 
forcing  the  Fed  to  keep 
one  eye  on  price 
pressures  even  as  the 
economy  weakens. 


FED  FORECA: 

Feb.  20, 
2  p.m.  EST 
The  Federal 
Reserve  issue: 
latest  econom 
projections.  Th 
figures  will 
accompany  th- 
minutes  for  the 
Fed's  Jan.  29- 
monetary  polic 
meeting  and  it 
Jan.  21  unschi 
uled  session  vi 
it  cut  rates  by 
basis  points. 


ASIAN  FOREIGN  TR/> 

Feb.  20,  6:50  p.m.  ES- 
Japan  announces  its 
January  foreign  trade 
figures.  China  is  also 
scheduled  to  release  1 1 
January  trade  data  thi; 
week,  but  the  date  ha: 
not  yet  been  announci 
The  numbers  will  shov^ 
how  badly  exports  are 
being  hurt  by  deteriorn 
ing  economic  conditic 
in  the  U.S.  and  other 
major  economies. 

SOCIETEGENERALE 

Feb.  21,  1  a.m.  EST 
The  French  bank 
announces  2007  full- 
results,  and  on  the  sa 
day  launches  an  $8  b 
share  sale.  It  needs  tci 
raise  capital  after  writ 
down  $7.2  billion  in 
losses  by  rogue  trade 
Jerome  Kerviel  and  ne 
$3.9  billion  in  bad 
subprime  mortgage 
investments. 

NESTLE 

Feb.  21,  1:30  a.m.  ES 
The  Swiss  consumer 
products  company  pc 
2007  full-year  results. 
Alcon  eye-care  unit 
reported  strong  fourth 
quarter  earnings  grow 
and  an  upbeat  2008 
forecast.  iBWi 
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Your  potential.  Our  passior 

Microsoft 


Catherine  Veghe 


Please  take  a  look  at  the  latest  newsletter 
from  the  Internal  marketing  folks.  Overall, 
tieen  some  good  updates,  but  please  feel 
Thanks, 
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■lest  issue  ofThe  Northwind  Trader  In  this  fnstaHnwnt 

ill  lcw^i  ■■■.nie  of  the  newesi  and  most  interesting  topics  relating 

r  onyoirig  new  busineis  activities 
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There's  so  much  m( 
you  can  do  when  your 
phone  runs  Windows' 

StartDoingMore.cor^ 
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WHEN  INFORMATION  AVAILABILITY  MATTER 


1 


SunGard.  Setting  new  standards  fc 
Infornnation  Availability  by  deliverln 
a  range  of  solutions  that  meet  youi 
specific  availability  objectives.  Flex 
enterprise  wide  solutions  from  IT 
management  to  AdvancedRecover 
2,500  experts.  Three  decades  of 
experience.  100%  successful  recc 
track  record. 


To  see  how  SunGard  can  help  imp 
your  IT  availability,  stop 
by  www.availability.sungard.com/lifl 
or  call  1-800-871-5857  today. 
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SUNGARD'  ?„^r:^ 

AvaihAility  Services    Connected:" 

680  East  Swedesford  Road,  Wayne  PA  19087 
1-800-871-5857  |  www.availability.sungard.coij 


I 


TO  SEE  THE  TOP  SEVtN  ROADBLOCKS  COMPANIES  FACE  IN  ACHIEVING  INFORMATION  AVAILABIL 
AND  FIND  OUT  HOW  TO  AVOID  THEM  VISIT  WWW.AVAILABILITY.SUNGARD.COM/IA. 
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MORE  PATENTS  MAY  PEND 


The  U.S.  Court  of  Appeals  for  the  Federal  Circuit  is 
the  final  arbiter  of  most  patent  disputes.  It  also  hears 
appeals  in  veterans'  disability-benefit  cases.  And  as 
Legal  Times  first  reported  on  Feb.  4,  the  court's  Chief 
Judge,  Paul  Michel,  fears  the  next  few  years  will  see  a 
flood  of  such  cases  from  soldiers  who  served  in  Iraq 
and  Afghanistan.  (Claims  filed  in  the  court  directly 
below  the  Federal  Circuit  have  doubled  since  2001.) 
Michel  says  his  court's  workload  would  be  further 
stretched  by  a  congressional  bill  under  consider- 
ation that  would  result  in  more  patent  appeals.  "The 
net  effect,"  he  says,  will  be  to  "lengthen  the  life  of 
patent  litigation  and  increase  the  cost."  -Michael  Orey 


YOU,  OR  YOUR  ENTIRE  FAMILY,  CAN'T  SAY  ANYTHING  NICE... 


a -disparagement  agreements,  which  forbid  employees  from  bad-mouthing  a  com- 
ly,  have  been  around  for  years.  But  their  use  seems  to  be  growing,  says  Wendy  Fried, 
ting  in  footnoted.org,  which  tracks  SEC  fiUngs.  By  her  count,  1,848  company  fiihngs 
losed  the  use  of  such  clauses  in  2007,  up  from  916  in  2004.  One  of  the  most,  um,  far- 
thing: a  provision  in  the  new  employment  contract  between  investment  firm  Lazard 
1  its  CEO,  Bruce  Wasserstein  (right).  According  to  a  Jan.  29,  fihng,  Wasserstein  must  do 
re  than  refrain  from  making  disparaging  remarks  about  Lazard  to  "the  press,  employ- 
,"  and  others.  He  must  also  "instruct  his  spouse,  domestic  partner,  parents,  and  any  of 
ir  lineal  descendants "  to  follow  the  same  rule.  -Ben  Levisohn 


THE  HIGH  COST  OF  HEALTHY  LIVING 


Obesity  and  smoking  are  two  reasons  for  soaring  U.S.  medical  costs.  But  research 
from  the  National  Institute  for  Public  Health  &  the  Environment  in  the  Nether- 
lands concludes  that  normal-weight  nonsmokers  rack  up  the  highest  bills.  The 
study  looked  at  three  hj^jothetical  groups  of  1,000  adults:  obese  nonsmokers, 
normal-weight  smokers,  and  normal-weight  nonsmokers.  A  mathematical  model 
estimated  life  expectancy,  chronic -disease  likelihood,  and  medical  costs.  Until 
age  56,  smokers  cost  most;  the  obese,  second-most.  But  healthy-weight  non- 
smokers  had  the  highest  lifetime  costs:  They  lived  longer,  getting  age -related  dis- 
eases like  Alzheimer's.  Kelly  Brownell,  director  of  Yale's  Rudd 
Center  for  Food  Policy  &  Obesity,  says  any  implication  that  it's 
cheaper  to  let  obesity  go  untreated  is  objectionable.  "After  all, 
the  same  rules  likely  apply  about  the  cost -benefit  of  treating 
breast  cancer  or  heart  disease,"  he  says.  -  Catherine  Arnst 


Don't  blame  the 
obese  for  high 
medical  costs, 
says  a  Dutch 
study 
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THIS  MACHINE'S  GOT  TASTE 


Coffee  is  tasted  at  every  step  of  produc- 
tion—by humans  who  can't  be  perfectly 
consistent.  Could  a  machine  do  the 
job?  For  years,  coffee  scientists  have 
pursued  that  idea.  Now  Nestle,  whose 
fast  -  growing  Nespresso  brand  had  sales 
of  $820  miUion  in  2006,  says  it  has  de- 
veloped an  analytic  model  that  "tastes" 
espresso.  (The  technology  may  be  ap- 
pHcable  to,  say,  wine,  but  Nestle  says  it 
has  no  plans  to  commercialize  it . ) 

Other  instruments  have  been  able 
only  to  recognize  components  of  a 
coffee's  aroma,  company  researchers 
say,  reporting  their  findings  in  the  Mar. 
1  issue  of  Analytical  Chemistry.  But 


those  models  can't  translate  data  into 
taste.  The  Nestle  technology  starts  by 
detecting  16  key  molecules  of  the  1,000 
that  create  aroma  in  a  heated  espresso 
sample.  Next,  it  compares  those  com- 
ponents' levels  with  data  drawn  from 
actual  tastings.  In  two  minutes,  it  can 
match  with  90%  accuracy  the  assess  - 
ments  of  trained  tasters,  who  take  an 
hour  to  assign  values— "winey,"  "bit  - 
ter,"  and  nine  other  attributes. 

Lead  study  author  Christian  Lind- 
inger  says  Nestle  wants  to  assist,  not 
replace,  human  sippers.  That's  wise, 
says  Ric  Rhinehart,  executive  director 
of  the  Specialty  Coffee  Association  of 
America.  Tasting,  he  says,  involves  "a 
certain  amount  of  art."  -BenLevisohn 


AVAILABLE 


With  TV  ad 
time  likely  to 
be  scarce, 
business  mavij 
look  elsewheiJ 


ADVERTISERS  BRACE  FOR  AN  ELECTION-YEAR  SQUEEZE 


Politicians  are  expected  to  spend  $3  billion  on  TV  ads  this  year,  according  to 
TNS  Media  Intelhgence  and  the  Campaign  Media  Analysis  Group— a  surge 
that  threatens  to  crowd  out  other  advertisers.  The  spending  spree,  up  from  $1. 
billion  in  2004,  will  do  more  than  raise  prices  in  the  $26  billion  TV  spot-ad 
market,  where  rates  could  double  in  contested  battlegrounds  such  as  Ohio  anc  j 
Florida.  It  may  also  make  ad  time  scarce  in  some  areas.  Businesses  "are  going  t 
have  to  plan  accordingly  or  look  into  hiring  a  skywriter,"  says  Evan  Tracey,  CO 
of  Campaign  Media  Analysis.  Hewlett-Packard's  global  marketing  chief,  Scot 
Berg,  says  he'll  spend  more  on  Internet  and  radio  ads.  HP  will  also  try  to  picki 
last  -  minute  TV  bookings  in  markets  where  local  candidates  drop  out  of  races. 
Advertisers  "are  going  to  have  to  be  very  flexible,"  Berg  says.  -Eamon  Javers 


WIND  POWER'S  DOLDRUMS 


What  makes  wind  power  an  on  -  again,  off-  again  business  ? 
Congressional  foot-dragging.  Legislators  tend  to  renew  the  tax ' 
credits  for  such  alternative -energy  producers  at  the  last  minute' 
each  year— or  even  let  them  lapse  temporarily.  That  brings  pe- 
riodic busts  in  the  industry  (chart),  as  investors  hold  back.  The 
chill  is  already  beginning  for  2009.  With  the  credits  due  to  expii 

at  the  end  of  2008,  costs  ai 
rising  as  companies  rush 
to  get  turbines  humming 
before  yearend  and  nervou 
lenders  charge  higher  rates 
If  the  credits  aren't  renewe. 
by  summer,  many  2009 
projects  will  dry  up,  says 
Jerry  Grundtner,  a  develop  | 
at  Mortenson  Constructio: 
which  builds  wind  farms. 
"It's  a  crazy  way  to  do  busi  | 
ness,"  he  says.  -John  Carey 


BLOWING  HOT  AND  COLD 

Congress'  11th-hour  tax  credit  renewals 
have  slowed  wind-power  growth 


MEGAWATTS 


U.S.  CAPACITY 
ADDED  EACH  YEAR 

1999-2006 
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•THE  FIRST  TIME  TAX  CREDIT  IS  RENEWED  BEFORE 
EXPIRATION  aHROUGH  2007) 

Data:  American  Wind  Energy  Assn.,  2007 
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Flies  japan  airlines.  ArrivingatyourJAU  Shell  Flat  Seat  is  much  like  visiting  the  home  of  a  Japanese 
jcJ,  where  a  welcoming  pair  of  slippers  awaits  you.  And  that  is  just  one  of  our  personal  touches  you  may  yearn  for,  wherever  you  are. 
1  moisture  masks  and  cardigan  sweaters  to  JAL's  attentive  service,  everythir)g  is  designed  to  ensure  the  most  relaxing  journey.  And 
!  you  fly,  earn  valuable  miles  with  JAL  Mileage  Bank  or  your  preferred  oneworld' "  carrier's  program.  Also,  as  a  qualified  oneworld 
nember,  you're  eligible  for  exclusive  privileges  like  priority  check-in  and  access  to  JAL's  worldwide  lounges,  www.ar.jal.com 


Jrtpan  Airline-s,  JAL  Shell  Flat  Seats  avirflable  in  Executive  Class-Seasonif  on  most  long-haul  flights. 
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As  an  investor,  Ron  Conway  looks  for  the  most 
talented  people  with  the  greatest  potential, 
and  then  secures  the  resources  they  need 
to  flourish.  D  That's  why  as  a  philanthropist, 
Ron  is  partnering  with  UCSF  Medical  Center. 
Together  we're  building  a  medical  complex 
where  scientific  innovations  are  becoming 
lifesaving  treatments  faster.  We're  already  the 
only  nationally  ranked  top-ten  hospital  in  the 
Bay  Area,  but  our  vision  is  to  provide  the  best 
patient  care  available  anywhere.  D  To  learn 
more,  visit  ucsfhealth.org/future.  Together 
we  are  UCSF.  Advancing  Health  Worldwide. 


"INVEST  IN  THE  RIGHT  COMPANY,  AND  YOU  SEE  GOOD  RETURNS. 
INVEST  IN  THE  RIGHT  MEDICINE,  AND  IT  CHANGES  THE  WORLD."^ 


-Ron  Conway,  Silicon  Valley  angel  investor,  early  Google  backer,  philanthrcl 


U^  Medical  Center 


ucsf health,  org/ future  D 
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iE  GOP 
ISIDER  ON 
.ECTION  2008 


kEY  BARBOUR:  ^^^;^^^ 

the  so-called  Potomac  Prima- 
ries on  Feb.  12, 1  talked  with 
Haley  Barbour,  the  Republican 
governor  of  Mississippi  and 
one  of  the  sharpest  political 
ds  in  America,  about  how  he  sees  Election  2008  unfold- 
Barbour  was  a  powerful  Washington  lobbyist  before 
)ming  chairman  of  the  Republican  National  Committee 
1 1993  to  1997,  during  which  time  the  GOP  captured  both 
5es  of  Congress.  In  2003  he  was  elected  governor  and  was 
e  top  job  when  Hurricane  Katrina  laid  waste  to  much  of 
tate.  Barbour's  leadership -and,  some  say,  his  connec- 
in  Washington -helped  Mississippi  recover  much  more 
kly  than  neighboring  Louisiana.  Early  on,  Barbour  was 
tioned  as  a  Republican  candidate  for  President  in  2008, 
le  instead  opted  to  seek  reelection  last  year. 


MARIA  BARTIROMO 

What  are  your  thoughts  on  Mitt  Romney  dropping  out? 

HALEY  BARBOUR 

I  think  Governor  Romney  did  the  country  and  the  party 
a  service.  It  was  the  right  thing  for  him  to  recognize  that 
Senator  McCain  is  going  to  win  the  nomination.  He  put  the 
future  of  the  country  in  front  of  his  own  interests.  I  take  my 
hat  off  to  Mitt  Romney. 

Isn't  it  sort  of  undemocratic  to  say  to  Mike  Huckabee 
and  Ron  Paul:  Get  out  of  the  way? 

I  don't  think  that's  undemocratic  at  all.  It  serves  no  purpose 
once  somebody  is  the  winner  to  keep  shooting  at  him. 

What  about  recent  stories  in  The  New  York  Times  and 
The  Wall  Street  Journal  suggesting  that  conserva- 
tive animosity  toward  McCain  isn't  abating?  You  had 
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WALL  STREET.  BIG  BUSINESS  DOESN'T  HAVE  A  PARTI 


SMALL  BUSINESS  DOES:  IT'S  THE  REPUBLICAN  PARTI . 


Ne^eefe  scoverstorythisweek,      "THERE'S  A  DIFFERENCE  BETWEEN  MAIN  STREET  AN 

"There  Will  Be  Blood:  Why  the  Right 
Hates  McCain."  He  was  booed  at  the 
Conservative  Political  Action  Con- 
ference. President  Bush  said  he  had 
some  fence-mending  to  do.  Do  you 
think  Republicans  are  really  rallying 
around  the  front-runner? 

Just  in  the  last  day  or  so,  Gary  Bauer,  a  very,  very  conserva- 
tive leader  in  our  party,  endorsed  McCain.  [Texas  Represen- 
tative] Jeb  Hensarling,  who's  chairman  of  the  Republican 
Study  Committee  in  the  House,  the  most  conservative 
House  Republicans,  endorsed  Senator  McCain.  Jeb  Bush,  the 
former  governor  of  Florida  and  a  very  solid  conservative,  has 
come  out  for  McCain. 


'^ 


So  when  someone  Uke  Christian  leader  James  Dobson 
speaks  out  forcefully  against  McCain,  you  don't  think 
that  suggests  a  fissure  in  the  right-wing  ranks? 

If  people  like  that  don't  vote  for  John  McCain,  it  means 
Hillary  CUnton  or  Barack  Obama  is  going  to  be  President. 
It's  one  thing  in  February  or  May  or  even  August  to  say  that 
you're  not  willing  to  support  John  McCain.  But  life  is  a  series 
of  choices,  and  inevitably  the  choice  in  November  is  going 
to  be  between  McCain  and  either  Clinton  or  Obama.  Now, 
those  people  will  look  into  their  hearts  and  decide  what  to 
do.  But  for  an  incredibly  high  percentage  of  conservatives 
and  Repubhcans,  they'll  vote  for  John  McCain. 

If  McCain  is  the  GOP  nominee,  can  he  win  the  South 
without  someone  Uke  Huckabee  on  the  ticket  ? 

Sure.  It's  one  thing  to  run  against  Fred  Thompson  and  Mike 


Barbour  has 
suggested 
that  Huckabee 
should  get  out 
of  McCain's  way 


Huckabee  and  Mitt  Romney-or  Rudy  Giuliani,  for  that 
matter — in  a  primary.  But  when  Southerners  compare  Mc  - 
Cain  to  either  Obama  or  Clinton,  there's  no  question  in  my 
mind  that  a  heavy  majority  are  going  to  vote  for  McCain. 

So  will  you  endorse  John  McCain? 

There's  no  reason  to  endorse  anybody.  Senator  McCain  has 
wrapped  up  the  nomination. 

Some  people  might  say  that  even  though  he's  now  talk- 
ing the  talk  about  extending  the  Bush  tax  cuts  that  he 


originally  voted  against,  in  the  end  he  won't  do  it. 

Well,  I  believe  he  will.  I  accept  his  explanation  that  in  2O0iAk 
he  was  concerned  that  we  didn't  couple  the  tax  cuts  with  1 
some  spending  cuts.  I  would  not  have  voted  the  same  as 
Senator  McCain,  but  I  don't  discount  that  explanation. 


Where  do  you  think  business  is  in  this  election? 

Main  Street  wants  the  Republicans  in  the  White  House.  B ' 
there's  a  difference  between  Main  Street  and  Wall  Street. ' 
Big  Business  doesn't  have  a  party.  Small  business  does:  Itl 
the  RepubUcan  Party.  Many  people  in  Big  Business  feel  likl 
they  are  obliged  to  play  both  sides,  maybe  because  they  hil 
stockholders  or  directors  in  both  parties,  or  maybe  they 
think  the  corporate  world  is  best  served  by  having  a  foot  t 
in  both  camps.  Small  business  is  not  like  that.  They're  non 
trying  to  buy  access.  You'll  see  that  Main  Street  and  small 
business  will  continue  to  be  heavily  Republican. 

The  economy  is  the  No.  l  issue  for  voters.  In  the  face  o)< 
the  housing  debacle,  credit  woes,  and  a  rocky  market,! 
how  can  the  GOP  convince  voters  it  can  fix  the  econom 

We've  actually  had  a  very  good  economy  for  the  last  25 
years.  Now  we've  had  an  event  in  the  credit  markets  when 
candidly,  some  of  the  most  respected  financial  institutioic 
in  America  created  a  bunch  of  investment  vehicles  they  ■ 
didn't  really  understand.  That  concerns  me,  and  I  think  it 
will  cause  a  brief,  shallow  downturn.  But  when  we  are  talj 
ing  about  a  recession  with  5%  unemployment— if  in  fact  it 
have  a  recession— that  is  starting  from  an  awfully  strong  (■' 
economic  position.  President  Bush  has  proposed  the  rigb, 
kind  of  remedies,  and,  in  fairness,  the  Democrats  in  Con-o 
gress  have  embraced  them,  too. 


What  are  your  thoughts  on  the  emergence  of  Obama  If 

Senator  Obama  is  not  only  attractive  and  energetic,  but  b 
very  positive.  He  leaves  people  with  a  sense  of  hope.  He's 
powerful,  charismatic  personality.  Having  said  that,  he's 
the  most  liberal  voting  record  in  the  United  States  Senatal 
And  there's  so  little  in  the  news  media  about  his  policy  p([ 
tions.  That'll  change  between  now  and  November.  Onetl' 
about  this  election  that  the  press  overlooks  is  that  there  a 
going  to  be  more  voters  in  play.  You're  going  to  have  man* 
independents  who  either  haven't  decided  who  they  wilHI 
for  or  who  will  change  their  minds  between  now  and  No-<; 
vember.  And  unlike  the  2000  and  2004  elections,  this  tini 
you're  going  to  have  a  lot  of  self- identified  Republicans  a- 
Democrats  who  are  going  to  consider  voting  for  the  othei 
side.  It's  going  be  an  election  about  persuasion.  1 BW 1 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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SURVIVAL 

OF  THE  BIGGEST 


With  the  dollar  down  and  oil  up,  U.S.  airlines  are 
talking  merger.  But  will  consolidation  be  enough 
to  fend  off  powerful  European  carriers? 


By  Dean  Foust 

The  long -anticipated  consolidation 
of  tlie  U.S.  airline  industry  appears  to 
be  finally  on  the  horizon.  Barring  the 
unexpected,  Delta  Air  Lines  and  North- 
west Airlines  will  soon  announce  they 
are  joining  forces  to  create  the  nation's 
largest  carrier.  When  that  happens,  it's 
likely  United  Airlines  and  Continental 
Airlines  will  strike  their  own  deal,  and  it 
raises  the  odds  that  American  Airlines 
will  follow  suit — perhaps  linking  with 
a  smaller  player  like  Alaska  Airlines  or 
Frontier  Airhnes,  industry  sources  say. 

The  immediate  pressure  driving 
these  pacts  is  high  oil  prices.  Even 
with  all  the  wrenching  cost  -cutting 
that  Delta,  Northwest,  United,  and 
others  endured  in  bankruptcy,  most 
U.S.  carriers  are  back  in  the  red.  But 
the  mergers  are  also  being  driven  by 
a  competitive  threat  that  could  be  as 
onerous  as  $90-per-barreloil:  the 
imminent  assault  by  European  airhnes 
on  the  lucrative  transatlantic  routes 
that  have  been  the  U.S.  carriers'  few  big 
profit  centers.  And  the  European  car- 
riers don't  plan  to  stop  there.  Spurred 
by  the  weak  dollar,  European  carriers 
are  publicly  agitating  to  expand  a  new 
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bilateral  aviation  treaty  to  gain  the  right 
to  acquire  or  buy  controlhng  stakes  in 
the  enfeebled  U.S.  airlines.  The  Euro- 
pean carriers  "are  going  to  trash  the 
profitabilityof  the  international  routes, 
which  are  the  only  thing  the  major 
[U.S.]  carriers  make  money  on,"  says 
former  Continental  CEO  Gordon  Bet- 
hune.  "They've  got  to  come  together 
and  combine  their  own  international 
networks  or  get  chewed  up  by  the  Eu- 
ropeans." (Executives  at  Delta,  United, 
and  Northwest  all  declined  to  comment 
on  the  state  of  merger  talks  or  the  long- 
term  competitive  impUcations  of  any 
deals.  Continental  did  not  respond.) 

GLOBAL  MEGACARRIERS 

The  initial  steps  toward  this  future  of 
global  megacarriers  may  already  be 
taking  place.  In  December,  Germany's 
biggest  airline,  Lufthansa,  bought 
a  19%  stake  in  JetBlue  Airways.  The 
move  ensures  Lufthansa  access  to  the 
crowded  New  York  market  via  JetBlue's 
slots  at  John  F.  Kennedy  International 
Airport  and  gives  it  an  effective  right 
of  first  refusal  on  any  offer  for  JetBlue. 
Virgin  Atlantic  Airways,  after  years  of 
legal  wrangling,  won  approval  to  launch 


Virgin  America.  The  U.S.  af- 
filiate, in  which  Virgin  owns  a 
minority  stake,  flies  coast-to- 
coast  routes.  And  many  of  the 
European  carriers  are  devoting 
more  of  their  fleets  to  trans  - 
atlantic  routes  at  a  time  when 
cash-strapped  U.S.  rivals  lack 
the  resources  to  respond.  In  January, 
British  Airways  announced  plans  to 
launch  OpenSkies,  a  new  brand  that 
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will  focus  on  routes  across  the  Atlantif  "Olii 
"U.S.  carriers  are  not  in  a  position  to  i  ifo 
create  new  entities  like  British  Airwaji  toi 
They're  simply  struggling  to  stay  alivK 
notes  Peter  Morris,  chief  economist  f( 
Ascend,  a  London  consultancy. 

The  European  carriers  could  also 
invest  in  some  of  the  prospective  U.S.?f'ys 
mergers.  According  to  industry  sourcP  ^Ai 
es,  Delta  and  Northwest  may  bring 
aboard  Air  France  -  KLM  as  a  minority  ifeag 
investor.  Reason?  With  more  than  $6  < 
biUion  in  cash,  the  Paris -based  carrie  tstio 
may  be  their  best  source  for  some  oft  ifffil 
roughly  $3  billion  the  carriers  would  llat 
need  to  cover  the  costs  of  integrating  fco 
their  route  structures.  "I  think  a  Delti  i^ttie 
Northwest  merger  would  be  the  first  f  k«( 
step  toward  a  global  airline  controllec  Tiiih 
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JT  France,"  says  Stuart  Klaskin,  a 
mi-based  strategic  aviation  con- 
ant.  "Everyone  in  ttiis  round  of  U.S. 
iolidation  will  have  some  financing 
1  foreign  carriers,  and  that  will  be 
itermediate  step  toward  consolida- 
."  Industry  executives  believe  that 
hansa— its  JetBlue  stake  notwith- 
ding— would  be  a  likely  ally  for 
ed  and  Continental,  and  British 
/ays  could  attempt  to  partner  with 
pr  American  or  a  regional  carrier, 
lat  the  European  airlines  would 
iie  aggressors  is  a  turnabout,  given 
(the  U.S.  players  have  historically 
^  stronger.  But  the  rise  of  low-  cost 
[ers  has  spurred  debilitating  fare 
•  that  have  left  big  carriers  bleeding 
pns  over  the  past  decade.  By  con- 
,  the  major  European  airlines  have 
I  largely  protected  by  rules  limiting 
[biUty  of  upstarts  to  gain  access  to 


gates  as  easily  as  they  can  in  the  U.S. 

The  latest  moves  have  been  triggered 
by  the  Open  Skies  Treaty  signed  last 
year  by  the  U.  S.  and  European  Union. 
In  the  near  term,  the  treaty  gives  both 
U.S.  and  European  carriers  greater 
freedom  as  of  Mar.  31  to  fly  more 
transatlantic  routes,  as  British  Airways 
plans  to  do  with  its  new  OpenSkies 
subsidiary.  The  name  was  chosen 
because  it  "signals  our  determina- 
tion to  lobby  for  further  liberahzation 
in  this  market,"  British  Airways  Chief 
Executive  Willie  Walsh  told  reporters 
in  January. 

While  the  aviation  pact  raises  the 
equity  stake  European  carriers  can  take 
in  their  U.S.  counterparts  from  25% 
to  49%,  for  now  it  limits  the  invest- 
ing airhne  to  no  more  than  25%  voting 
control.  That's  a  restriction  European 
executives  are  already  pushing  to  have 


lifted.  In  a  Feb.  4  op-ed  in 
the  Financial  Times,  Walsh 
demanded  U.S.  bureaucrats 
"sweep  away  the  anachronis- 
tic restrictions  on  the  owner- 
ship and  control  of  airlines, 
so  that  EU  investors  can  take 
majority  stakes  in  U.S.  airlines 
and  vice  versa."  And  if  the  U.S. 
doesn't  acquiesce  by  2010, 
Walsh  warns,  "we  shall  press 
for  the  termination"  of  the 
Open  Skies  treaty. 

Still,  both  U.S.  and  Euro- 
pean execs  are  mindful  of  the 
certain  opposition  they'd  face 
from  politicians,  who  fear  not 
just  cuts  in  jobs  and  service 
but  the  loss  of  their  ability  to 
commandeer  aircraft  during 
national  emergencies.  Indeed, 
industry  insiders  point  to 
the  uproar  when  a  Dubai - 
owned  company  attempted 
to  acquire  a  firm  that  man- 
aged some  key  U.S.  ports. 
Labor  unions  could  also  be 
an  obstacle,  as  pilot  groups 
could  fight  any  mergers  with 
airlines  that  employ  lower 
pay  scales.  Consequently, 
analysts  beheve  U.S.  and 
European  carriers  are  likely  to 
opt  at  first  for  joint  ventures 
in  which  they  would  fly  more 
routes  for  each  other,  splitting 
profits.  Only  then,  if  opposition  eased, 
would  full  mergers  follow.  The  ques- 
tion is  whether  the  U.S.  airlines  wiflbe 
the  carriers  that  survive.  1 BW 1 
-With  Kerry  Capell  in  London 
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Spreading  Their  Wings 

Airline  consolidation  will  likely  face 
opposition  from  wary  politicians. 
But  economists  Clifford  Winston 
and  Steven  Morrison  believe  most 
mergers  aren't  driven  by  a  desire  to 
obtain  monopoly  control  over  key 
routes.  In  a  2000  paper  published 
in  American  Economic  Review, 
they  studied  every  proposed  deal 
since  deregulation  and  concluded 
that  the  motivation  for  the  acquirers 
was  a  desire  to  expand  their  more- 
profitable  international  routes. 
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THE  FED'S 
TENSE  RIDE 


As  it  cuts  rates,  the  debate  over  whether  it 
will  create  a  new  bubble  is  escalating 


By  Peter  Coy 

How  low  will  the  Fed  go  ? 

As  Federal  Reserve  Chairman  Ben  S. 
Bernanke  and  company  consider  how 
far  to  cut  interest  rates,  they  are  getting 
harangued  from  all  sides.  Slash  rates 
drastically  to  keep  the  financial  system 
from  freezing  up,  say  some  backseat 
drivers.  No,  others  say,  there's  no  sign 
yet  that  the  economy  as  a  whole  is  in 
enough  trouble  to  warrant  deeper  cuts. 

The  discussion  over  what  to  do 
next  is  tied  to  a  different  debate  about 
whether  the  Fed  made  a  mistake  cut- 
ting rates  too  far  in  2003  and  2004. 
Back  then,  under  former  Chairman 
Alan  Greenspan,  the  Fed  dropped  the 
fed  funds  rate— the  main  short-term 
interest  rate  that  it  controls— as  low  as 
1%.  In  doing  so,  it  staved  off  the  eco- 
nomic collapse  that  many  economists 
feared  following  the  tech  bust  and 
stock  market  decline.  However,  critics 
charge  that  the  amount  of  money  the 
Fed  pumped  out  was  so  large  that  it  led 
to  harmful  speculation  in  the  housing 
market.  Morgan  Stanley  economist 
Stephen  S.  Roach  says  the  Fed  became 
a  "serial  bubble -blower." 

Investors  seem  to  expect  that  big 
cuts  will  win  the  day.  As  of  Feb.  13,  the 
fed  funds  futures  market  was  betting 
that  the  funds  rate  would  be  cut  to 
2.5%  from  3%  at  the  next  Fed  rate- 
setting  meeting  on  Mar.  18,  accord- 
ing to  a  Bloomberg  Financial  Markets 
calculation.  Further  out,  the  futures 
market  anticipates  the  fed  funds  rate 
will  go  to  2%  by  June . 

Robert  V.  DiClemente,  Citigroup's 
head  of  U. S.  economic  and  market 
analysis,  is  predicting  a  bottom  of 
2.25%  but  concedes  it  could  well  go 
lower.  Says  DiClemente:  "There's 
this  very  nasty  chemistry  between 


economic  weak- 
ness and  financial 
instability.  They  just 
keep  feeding  on  each 
other  until  the  Fed 
breaks  the  circle." 
One  of  Wall  Street's 
biggest  bears,  David 
Rosenberg,  North 
American  economist 
for  Merrill  Lynch, 
thinks  the  funds  rate 
will  hit  1%. 

Certainly,  the  bad 
financial  news  keeps 
coming.  On  Feb.  11, 
American  International  Group  an- 
nounced it  will  be  forced  to  write  down 
by  nearly  $  5  billion  the  value  of  mort  - 
gage -related  financial  instruments. 
On  Feb.  13  the  biggest  U.S.  mortgage 
insurer,  MGIC  Investment,  posted  a 
record  quarterly  lossof$i.47  bilhon 
because  of  a  huge  rise  in  dehnquencies. 

There's  no  sign  of  a  pickup  in  the 
credit  markets.  Banks  are  burdened 
with  leveraged -buyout  loans  they 
can't  sell.  They're  sharply  tightening 


BUMPY  ROAD 


The  Federal  Reserve  slashed  the 
federal  funds  rate,  raised  It  sharply, 
and  now  is  slashing  again.  The  market 
expects  it  to  hit  2%  by  June.* 


SHADED  AREA  INDICATES  MARKET'S  FORECAST- 


FEDERAL  FUNDS  RATE 


MAY  00  JUNE  08 

•ACCORDING  TO  A  BLOOMBERG  ANALYSIS  OF  FED 
FUNDS  FUTURES  PRICES  AS  OF  FEB.  1 1 


Data:  Bloomberg  Financial  Markets 


standards  for  loans  on  commercial 
real  estate,  which  until  now  had  held 
up  much  better  than  residential  real 
estate.  And  the  sharp  decline  in  homi 
prices,  which  triggered  the  credit 
crunch  and  shows  no  sign  of  ending,^ 
looms  large. 

PREEMPTIVE  ACTION 

Bernanke  and  others  at  the  Fed  are  ati 
tuned  to  the  risks.  Bernanke,  a  leadini 
scholar  on  the  Great  Depression,  has 
made  clear  in  speeches  his  determi- 
nation not  to  let  the  credit  crunch 
drag  down  the  overall  economy.  One 
influential  Fed  governor,  Frederic  S. 
Mishkin,  argued  in  a  Jan.  ii  speech  tl 
monetary  pohcymakers  "may  needtft 
react  aggressively"  in  times  of  financ 
turmofl  and  take  preemptive  action 
even  before  the  macroeconomic  fallc 
is  apparent. 

But  that  doesn't  mean  big  rate  cut; 
are  an  easy  call.  Bernanke  faced  a  dis  | 
sent  in  each  of  the  last  two  rate -cut- 
ting votes:  by  St.  Louis  Fed  Presideni 
William  Poole  on  Jan.  22  and  Dallas  I 
President  Richard  W.  Fisher  on  Jan. ; 
Laurence  H.  Meyer,  a  former  Fed  gov  11 
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Dally  Insolation  ** 
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Just  what  every  home  needs. 
Your  very  own  170,000  trillion 
watt  power  station. 


Solor  technology  from,  GE  could  help  produce  enough 
energy  to  power  thousands  of  homes  with  very  low 
emissions.  With  a  bit  of  help  from  that  big  red  power 
station  93  million  miles  away,  naturally.  It's  one  more 
exomple  of  our  blueprint  for  a  better  world. 
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ernor  who  is  vice-chairman 
of  St.  Louis -based  Macro - 
economic  Advisers,  predicts 
the  Fed  will  cut  only  another 
quarter-  or  half-point  and  is 
likely  to  be  raising  rates  again 
by  yearend. 

Hawks  say  there's  no  need 
to  run  the  risk  of  reinflating 
bubbles  because  the  economy 
is  fundamentally  healthy  and 
inflation  is  a  greater  risk  than 
recession.  Including  food  and 
energy  prices,  the  consumer 
price  index  rose  4.1%  in  2007, 
notes  Ken  Mayland,  president 
of  ClearView  Economics  in 
Pepper  Pike,  Ohio.  And  on 
Feb.  13  the  Census  Bureau 
reported  a  0.3%  gain  in  retail 
sales  in  January,  bolstering 
hopes  that  consumers  will 
keep  the  U.S.  out  of  recession. 

SKEPTICS'  OUTLOOK 

Tom  Sowanick,  chief  invest- 
ment officer  of  Clearbrook 
Financial,  a  Princeton  (N.J.) 
asset  manager,  says  the 
economy  is  getting  all  the  help 
it  needs  from  the  recent  rate 
cuts,  the  fiscal  stimulus  package  signed 
Feb.  13  by  President  Bush,  and  corpo- 
rate actions  such  as  Warren  Buffett's 
offer  on  Feb.  12  to  reinsure  $800  bil- 
lion of  municipal  bonds  for  strapped 
bond  insurers.  Big  rate  cuts  would  be 
required,  he  says,  only  if  Buffett's  offer 
isn't  accepted  by  the  major  insurers, 
leading  to  rating  downgrades,  or  if  it 
turns  out  financial  institutions  still 
haven't  come  clean  about  the  extent  of 
their  recent  losses. 

The  rate-cutting  skeptics  also 
worry  the  Fed  will  overcorrect  and 
drive  the  economy  into  a  new  round  of 
speculation.  They  argue  that  in  2003 
and  2004  the  Fed  erred  on  the  side  of 
stimulus  when  it  wasn't  needed  and 
set  the  stage  for  the  housing  bubble. 
"Everyone's  wondering  whether  that 


In  retrospect,  it's  clear  that  the  rate  hikes 
of  2005-06  had  an  unexpectedly  negative 
impact  on  the  housing  market 


Investors 
expect  that  the 
Fed  will  keep 
i  cutting  rates 


was  too  far,"  says  Mayland.  "I'd  be  real 
surprised  if  we  see  1%  again." 

The  more  dovish,  alternate  view- 
point is  that  the  ultralow  interest  rates 
of  2003-04  were  not  the  real  problem. 
Rather,  the  policy  mistake  was  raising 
rates  so  rapidly  afterward.  In  the  space 
of  only  two  years,  the  Fed  jacked  up 
interest  rates  by  more  than  four  per- 
centage points,  faster  than  the  markets 
could  adjust. 

In  retrospect,  it's  clear  that  the 
higher  rates  had  an  unexpectedly  nega- 
tive impact  on  the  housing  market. 
Starting  with  the  third  quarter  of  2005, 
private  investment  in  new  residential 
structures  began  sharply  decelerat  - 
ing.  Nevertheless,  the  Fed  didn't  stop 
hiking  rates  until  June,  2006.  Since  it 
takes  12  to  18  months  for  changes  in 
interest  rates  to 
have  their  full  ef- 
fect, housing  was 
getting  hit  hard 
long  after  it  had 
started  to  slow. 
Part  of  the 


NE 


problem  was  that  the  of- 
ficial figures  at  the  time 
were  misleading,  showing 
a  stronger  housing  markel 
than  actually  existed.  For 
example,  when  the  Fed  rai 
rates  in  January,  2006— at 
Greenspan's  last  meeting 
Fed  chairman— the  availal 
numbers  seemed  to  indies 
that  new-home  construct 
was  rising  at  a  very  strong 
11%  annual  rate  in  the  fou; 
quarter  of  2005.  In  fact,  tl 
rate  was  half  that,  once  all 
revisions  were  in. 

The  rate  hikes  also  had 
a  perverse  effect:  Lenders 
were  determined  not  to  lo 
customers  when  rates  rosi 
so  they  lowered  standards 
The  default  rate  on  mortg,; 
loans  made  in  2006  and  2 
was  much  worse  than  thai 
loans  made  during  the  low 
rate  period. 

Fed  policymakers  reject 

the  notion  that  they  tight 

ened  too  much  from  200-4- 

to  2  0  0  6 .  They  were  worri  1 

about  inflation  acceleratin 

and  they  didn't  see  a  5.25%  fed  funn 

rates  as  being  particularly  high  in 

historical  context. 

On  the  other  hand,  they  dismiss  < 
the  contention  of  skeptics  such  as 
Roach  that  the  Federal  Reserve  east 
too  much  in  2003  and  2004.  That's 
important  because  it  means  Bernaii 
is  not  likely  to  shy  away  from  cuttiii 
rates  if  the  Fed  perceives  the  econo 
demands  it.  How  low  will  rates  go? 
low  as  they  need  to.  1 BW 1 


LINKS 


The  European  Central  Bank  has  left 
its  main  lending  rate  unchanged  at 
4%  since  last  June.  In  an  interview 
with  Japanese  journalists,  bank 
President  Jean-Claude  Trichet  said 
the  euro  zone's  fundamentals  are 
sound,  and  there  is  no  credit 
crunch.  He  said  that  no  one  on  the 
governing  council  has  sought  a  rate 
cut,  or  a  rate  hike  for  that  matter. 


Ih 
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Servers, 

Applications, 

Floor  space. 

Man-hours, 

Power, 

Storage... 

Introducing  the  revolutionary  enterprise  architecture 
that  finally  pays  you  back. 


Legacy  systems  work  fine  for  brute-force  cooling  tfie  entire  room,  but  skyrocketing 
energy  costs  make  them  fiscally  irresponsible  and  their  fundamentally  oversized 
design  makes  them  incapable  of  meeting  today's  high-density  challenges. 
Even  worse,  power  and  cooling  waste  may  actually  prevent  you  from  purchasing 
much-needed  new  IT  equipment.  Simple  problem,  simple  solution.  Cut  your  power 
and  cooling  costs  and  use  the  savings  to  buy  the  IT  equipment  you  need. 

Gartner  Research  predicts  that  by  2008,  50%  of  today's  data  centers  will  have 
insufficient  power  and  cooling  capacity  to  meet  the  demands  of  high-density 
equipment.  Power  and/or  cooling  issues  are  now  the  single  largest  problem 
facing  data  center  managers. 

There's  only  so  much  power  and  money  to  go  around 

Your  service  panel  limits  the  amount  of  power  available.  Your  budget  limits  the 
amount  of  money.  You  have  to  stretch  every  bit  of  both  as  far  as  you  can. 
What  you  need  is  the  APC  Efficient  Enterphse.'" 

The  APC  solution  offers  modular  scalability  so  that  you  pay  only  for  what  you 
use;  capacity  management  so  that  you  know  where  to  put  your  next  server;  and 
dedicated  in-row  and  heat-containment  systems  that  improve  cooling  and  thermal 
predictability.  An  Efficient  Enterphse  earns  you  money  through  the  pre-planned 
elimination  of  waste.  For  example,  simply  by  switching  from  room  to  row-oriented 
cooling,  you  will  save,  on  average,  31  %  of  your  electrical  costs. 

Our  system  reimburses  you 

Whether  you're  building  a  new  data  center  or  analyzing  the  efficiency  of  existing 
systems,  your  first  step  is  knowing  where  you  stand.  Take  the  online  Enterprise 
Efficiency  Audit  to  see  how  you  can  reap  the  benefits  of  a  smart,  integrated, 
efficient  system:  more  power,  more  control,  more  profits. 


The  Efficient  Enterprise"  makes  cooling  predictable  and  reduces 
operational  expenses  by 

(J)  Employing  close-coupled  cooling.  Our  innovative 
InRovV'  architecture  allows  more  efficient  targeted 
cooling  by  shortening  the  distance  between  heat  generation 
and  heat  removal 

(D  Containing  the  heat.  Our  Hot  Aisle  Containment  System 
reduces  hot  spots  by  preventing  hot  exhaust  air  from  mixing 
with  cool  air  in  the  room. 

@  Managing  capacity.  Intelligent  integrated  capacity 
management  software  gives  you  real-time  data  on  your 
power  and  cooling  demands 

(f)  Utilizing  right-sized  components.  Hight-siied  "pay  as 
you  grow"  components  mean  no  more  wasting  power  with 
oversized  legacy  systems 


bv  Schneider  Electric 


Download  Free  White  paper: 
"Implementing  Energy  Efficient  Data  Centers" 

Visit  www.apc.com/promo  Key  Code  a838w  •  Call  888.289.APCC  x9427  •  Fax  401.788.2797 
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BUSINESS. 
OBAMA-STYLE 

His  proposals  and  advisers  don't  always 

fit  neatly  into  the  left-leaning  Democrat  mold 


By  Eamon  Javers 

On  Sunday,  Feb.  lo,  after  finding  that 
he'd  won  the  Maine  caucus  and  before 
his  appearance  on  CBS's  60  Minutes, 
Senator  Barack  Obama  sat  down  to 
type  out  an  e-mail.  Not  to  a  media 
consultant  or  a  delegate  counter,  but  to 
a  banker— UBS  Americas  CEO  Robert 
Wolf.  The  two  men  exchanged  notes 
about  the  economic  stimulus  package 
and  that  weekend's  G-7  summit. 

Obama  has  other  business  types  for 
pen  pals.  He  consults  with  billionaire 
Warren  E.  Buffett,  who  supports  his 
proposed  rollback  of  the  Bush  tax  cuts  — 
and  who  is  often  cited  in  the  Obama 
stump  speech.  Obama  talks  monetary 
policy  with  former  Federal  Reserve 
Chairman  Paul  A.  Volcker,  who  recently 
boarded  the  Obama  bandwagon.  And 
there 's  a  network  of  lesser  -  known  but 
powerful  executives  like  Wolf  who  talk 
to  Obama  about  everything  from  the 
subprime  crisis  to  the  dollar.  "When 
I  sat  down  with  him,  I  found  him  un- 
believably refreshing  and  smart,"  says 


BARACK'S  BUSINESS 
BACKERS 

Companies  with  the  largest  total 
employee  contributions  to 
Senator  Obama 


COMPANY 

AIVIOUNT 
GIVEN* 

Goldman  Sachs 

$421,763 

UBS 

296,670 

Lehman  Brothers 

250,630 

National  Amusements 

245,843 

JPMorgan  Chase 

240,788 

Data:  Center  for  Responsive  Politics 

•  for  2007 

Wolf,  who  first  met  Obama  at 
the  offices  of  financier  George 
Soros.  Wolf  has  raised  more 
than  $1  milUon  for  the  Obama 
campaign. 

So  what  would  an  Obama 
Presidency  look  like  for  busi- 
ness ?  "He  has  been  pretty  clear 
that  business  would  have  a  seat 
at  the  table  but  wouldn't  be 
able  to  buy  all  the  chairs,"  says 
unaligned  Democratic  political 
consultant  Steve  McMahon. 


OUTSIDE  THE  BOX 

Both  as  a  state  senator  in  Illinois  and 
later  in  Washington,  Obama  has  backed 
traditional  Democratic  causes,  from 
union  labor  to  the  earned  income  tax 
credit  to  amending  NAFTA.  In  remarks 
at  the  Janesville  (Wis.)  General  Motors 
plant  on  Feb.  13,  Obama  called  for  a 
National  Infrastructure  Reinvestment 
Bank  that  would  invest  $60  bilUon 
over  10  years,  funded  by  ending  the 
war  in  Iraq.  He  reiterated  his  calls  for 
a  fund  for  victims  of  mortgage  fraud, 
a  college  tax  credit,  and  an  expansion 
of  the  child-care  tax  credit  for  people 
making  less  than  $50,000  a  year.  And  he 
proposed  a  "Credit  Card  Bill  of  Rights," 
which  would  ban  unilateral  changes  to 
credit -card  agreements  and  put  a  stop 
to  interest -rate  hikes  for  existing  debt. 
GOP  activist  Grover  Norquist  called  the 
speech  "wonderfully  horrific— it's  tax 
and  spend,  regulate  everything." 

But  Obama  has  also  taken  steps  that 
aren't  typical  of  a  liberal  senator.  He 
voted  for  a  biU  in  '05  that  made  life 
harder  for  trial  lawyers — a  traditional 
Democratic  constituency— by  allowing 
defendants  to  shift  cases  more  easily  to 
federal  court,  which  can  be  less  favor- 
able to  plaintiffs.  He  pushed  an  out  - 


side  -  the  -  box  proposal  to  help  Detroitij 
automakers  pay  legacy  health-  care  coo 
on  the  condition  they  put  the  savings  iii 
hybrids  and  other  fuel- efficient  cars. 

Some  of  the  names  that  might  fiUi 
the  org  chart  of  an  Obama  Administit 
tion  are  also  telling.  One  is  Universitt 
of  Chicago  professor  Austan  Goolsbo 
his  chief  economic  adviser.  Goolsbef 
likes  to  make  economic  initiatives 
easy  to  understand  and  use,  an  effortrl 
Obama  calls  "iPod  government." 

On  the  campaign  trail,  Obama  an6( 
Goolsbee  have  crafted  proposals  to 
streamline  government  programs  IM 
the  Medicare  Part  D  prescription  drir 
benefit,  which  Goolsbee  feels  is  too 
complicated.  Same  with  student  loa:i 
appHcations  and  tax  forms.  Obama 
would  also  promote  savings  through l| 
an  automatic  3%  withholding  from 
every  paycheck— though  employees  ■ 
could  opt  out.  The  idea  is  to  " think 0 
these  policies  from  the  perspective  c 
the  people  who  use  them,  not  fromt 
perspective  of  the  people  who  issue 
them,"  says  Goolsbee.  Such  tactics  ti 
simplify  government  programs  "al- 
most sound  like  Republican  mecha- 
nisms," he  adds.  "But  you  can  see  ho"i 
they  have  Democratic  objectives."  IE 
-With  Joseph  Weber  in  Chicago 
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WHAT'S 
EATING  APPLE? 

The  tech  bellwether  may  be  in  for  a  rough  ride  as 
disposable  spending  dips 


By  Arik  Hesseldahl 

It  was  Jan.  23,  and  Apple  sharehold- 
ers were  dismayed  by  the  company's 
forecast  for  the  current  quarter. 
Apple's  stock  was  having  its  biggest - 
ever  one -day  decline  in  dollar  terms 
and  Chief  Executive  Steve  Jobs  felt  a 
need  to  make  some  reassuring  noises. 
"Hang  in  there ,"  Jobs  wrote  in  an  e  - 
mail  to  employees.  "Our  stock  is  being 
buffeted  around  by  factors  a  lot  larger 
than  ourselves." 

Annihilated  is  more  like  it.  For  the 
better  part  of  last  year,  a  bet  on  Apple's 


Part  of  the  slide  can  be  attributed 
to  disenchantment  among  industry 
analysts  and  pundits  with  products  un- 
veiled at  the  annual  Macworld  Confer- 
ence &  Expo  in  January.  Apple's  stock 
started  to  tumble  just  days  after  Jobs 
announced  the  ultra -slim  MacBook  Air 
laptop,  movie  rentals  through  iTunes, 
and  software  upgrades. 
Weaker  consumer  spending 
in  the  U.S.  is  also  obviously 
a  big  negative.  Some  inves- 
tors have  dumped  shares, 
figuring  Apple  will  end 


Decline  in  Apple's 
stock  price  so  far 
this  year 

Data:  Bloomberg  Financial 
Markets 


stock  performance  seemed  like  a  can't  - 
miss  proposition.  Propelled  by  seem- 
ingly unquenchable  demand  for  iPods, 
iPhones,  and  Macs,  Apple  stock  surged 
to  a  record  closing  price  of  199.83  on 
Dec.  28,  after  starting  the  year  at  83.80. 
Analysts  nudged  price  targets  ever  sky- 
ward. In  October,  Piper  Jaffray  analyst 
Gene  Munster  predicted  Apple's  stock 
price  could  reach  250  in  2008.  Instead, 
Apple 's  stock  has  hit  an  air  pocket .  Its 
share  price  is  off  an  alarming  34%  on 
the  year  as  of  Feb.  13,  to  129.40,  a  far 
worse  performance  than  the  Nasdaq 
index  and  technology  stocks  generally. 
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up  bearing  a  bigger  brunt  of  a  weaker 
economy  than  other  tech  bellwethers. 

On  Jan.  22,  Apple  issued  a  softer  sales 
outlook  than  analysts  had  forecast  for 
the  first  quarter  of  2008.  "The  first 
place  [consumers]  cut  back  is  on  enter- 
tainment purchases,  and  the  second  is 
on  home  improvements,"  says  Margaret 
H.  Georgiadis,  chief  marketing  officer 
at  Discover  Financial  Services.  She  says 
iPods  and  iPhones  fit  the  first  category 
and  computers  the  second.  A  study 
released  Feb.  8  by  Royal  Bank  of  Canada 
showed  U.S.  consumer  confidence  at  its 
lowest  level  in  the  six  years  since 


the  bank's  yardstick  was  created. 

Jobs  seems  to  recognize  all  this,  ar 
there  are  signs  he's  tapping  on  the 
brakes.  Apple  is  asking  manufacture 
to  build  fewer  iPods  and  iPhones,  sa; 
FBR  Capital  Markets  senior  research 
analyst  Craig  Berger.  He  has  examine 
Apple's  orders  for  chips  and  other 
components  from  companies  such  a 
Broadcom  and  Marvell,  and  Berger  fi 
ures  Apple  has  cut  its  orders  10%  mc 
than  it  typically  does  in  the  seasonal 
slow  January -to -March  quarter. 

NO  IMMUNITY 

Apple's  earnings  rely  more  on  consu 
er  spending  than  most  other  major  I 
tech  companies.  Digital  devices  sucl 
as  the  iPod  and  iPhone  accounted  fo 
44%  of  Apple's  sales  in  the  most  reci 
quarter.  The  Mac  accounted  for  37% 
of  the  total.  "Apple  sells 
premium  products,  and 
every  data  point  we  get 
the  economy  is  a  negati 
one,  and  there's  no  sign 
that  anything  is  improv 
ing,"  says  Charles  Wolf, 
an  analyst  at  Needham 
in  New  York.  "None  of 
Apple's  products  are  imi 
mune  to  that." 

Some  analysts  had 
hoped  Apple  would 
reverse  its  fortunes  by  releasing  a  nei 
version  of  the  iPhone.  But  that  opti-i 
mism  was  dashed  at  least  for  the  net 
term  when  on  Feb.  5,  Apple  doubled* 
the  memory  capacity  of  its  exist  - 
ing  model.  For  some,  the  move  was  i 
suggestion  Apple  won't  soon  unveili 
second -generation  iPhone.  An  Appl 
spokesman  says  the  company  does  i 
comment  on  unannounced  product 
There's  no  denying  that  Apple's 
long-term  growth  prospects  look 
robust.  The  fabled  design  innovatoi 
continues  to  make  solid  gains  in  the 
marked  for  computers,  where  Applei 
still  has  a  lot  more  room  to  grow:  Its' 
share  of  the  North  American  marke 
stood  at  6.2%  at  the  end  of  last  year 
according  to  IDC.  Analysts  on  avera 
see  Apple's  stock  price  heading  baci 
to  193.  Jobs,  in  his  e-mail  to  staff, 
insisted  that  "investors  who  stay  wi* 
us  will  be  rewarded  as  the  market's 
confidence  is  restored  over  time."  il 
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ISRAEL:  ATTACK  OF 
THE  SUPER-SHEKEL 

The  currency's  rise  against  the  dollar  means  exporters 
get  less  from  sales-and  salaries  and  supplies  cost  more 


By  Neai  Sandler 

For  years  O.R.T.  Tech- 
nologies resisted  moving 
any  operations  outside 
of  Israel.  But  faced  with  a 
sharp  rise  in  the  value  of 
the  shekel,  the  producer 
of  specialized  software 
for  managing  gas  stations 
has  frozen  all  local  hiring 
and  in  November  decided 
to  transfer  some  devel- 
opment work  to  Eastern 
Europe.  "I  never  thought 
I'd  see  the  day  when  we 
would  have  to  move  R&D 
outside  of  Israel,  but  the 
strong  shekel  has  forced  us 
to  do  so,"  laments  Chief  Executive 
Alex  Milner. 

Rack  up  another  day  in  Israel's 
"dollar  crisis."  For  decades,  Israelis 
have  viewed  the  greenback  as  a  bedrock 
of  financial  stability,  with  apartment 
prices  and  salaries  often  indexed  to  it 
as  a  hedge  against  inflation.  But  in  the 
past  two  years  the  shekel  has  surged 
by  31%  against  the  dollar— including  a 
6%  jump  in  the  past  month  alone.  That 
hurts  the  likes  of  software  shop  Flash 
Networks,  where  the  bulk  of  expenses 
are  in  shekels,  but  most  sales  are  in 
dollars.  "We're  only  a  month  into  the 
new  year  and  there's  already  around  a 
$1  million  shortfall  in  our  budget,"  says 
Flash  CEO  LiamGalin. 

Both  business  and  labor  leaders  have 
called  for  the  central  bank  to  rein  in  the 
mighty  shekel,  but  on  Feb.  10,  Bank  of 
Israel  Governor  Stanley  Fischer  ruled 
out  lowering  interest  rates.  The  former 
chief  economist  at  the  World  Bank 
defended  his  policy,  noting  that  there 
are  no  signs  of  an  economic  slowdown. 
"We  have  to  accept  that  the  shekel  is  a 
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strong  currency,  and  the  situation  will 
continue  foi;  a  long  time,"  Fischer  told 
reporters.  Prime  Minister  Ehud  Olmert 
and  Finance  Minister  Ronnie  Bar-On 
have  backed  Fischer's  stance. 

AN  ECONOMY  ON  A  ROLL 

Behind  the  shekel's  strength  is 
the  Jewish  state's  stellar  economic 
performance.  Growth  has  hit  5%-plus 
for  four  years  running,  Israel's  balance 
of  payments  is  strongly  in  the  black. 
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unemployment  is  at  its  lowest  level 
in  more  than  a  decade,  and  debt  as  a 
percentage  of  gross  domestic  produc 
dropped  to  79%  last  year  from  98% 
in  2004.  On  Feb.  11,  Fitch  Ratings  up- 
graded the  country's  credit  rating,  an 
foreign  money  has  been  rushing  into 
the  currency  markets  in  expectation 
of  a  stronger  shekel.  Some  $2.5  billioi 
worth  of  shekels  is  now  traded  daily, 
double  the  level  of  a  year  ago.  With  sc 
much  positive  sentiment,  says  a  senit 
finance  executive  in  Tel 
Aviv,  "minor  reductions 
in  rates  aren't  likely  to 
have  much  of  an  impact 

The  super -shekel 
threatens  exports  of  ev- 
erything from  textiles  ai 
antivirus  software  to  cu  1 
diamonds  and  military 
hardware.  Overseas  sale 
have  accounted  for  40<j!5 
of  economic  growth  in 
recent  years,  so  many  Is* 
raelis  fear  the  engine  ma 
lose  steam.  The  curren- 
cy's strength  could  shavj 
1 . 5  percentage  points 
from  overall  growth  in 
2008  and  cost  the  counlii 
$5  billion  in  export  sales,  estimates  thi  > 
Manufacturers'  Association  of  Israel 

With  salaries— mostly  in  shek- 
els — accounting  for  nearly  all  of  their.l 
expenses,  Israel's  tech  companies  hav 
suffered  more  than  most.  "The  cost  Os 
an  Israeli  engineer  is  still  cheaper  tha^ 
his  counterpart  in  Silicon  Valley,  but 
not  by  much,"  says  Moshe  Zviran,  alH 
Aviv  University  management  expert 
Zviran  says  the  strong  shekel  is  hurtiri 
U.S.  companies  that  have  developmeiJ  t 
labs  in  Israel— including  Intel,  Mo 
torola ,  and  Microsoft — since  they  nee^l 
more  dollars  to  meet  their  payrolls 

Some  companies  have  already  beeiij 
forced  to  cut  back.  RIGOR  Cryogenic 
&  Vaculim  Systems,  which  produces 
chipmaking  gear,  has  stopped  biddin 
on  certain  contracts  for  fear  that  thej 
won't  be  profitable.  "We've  reduced 
overtime  and  frozen  new  investment  1 
as  well  as  plans  to  hire  additional  ma' 
power,"  says  CEO  Nachman  Pundak. 
The  shekel's  rise  "could  lead  to  losinj 
markets  that  we  have  invested  heavil  j|| 
in  over  the  years."  1 BW 1 


I 


YOUH 


/OURC 
YOUR  AIRLINE. 


Business  is  all  about  productivity.  At  Southwest  Airlines'^  we  tiave  convenient  nonstop  flights. 

great  ontime  performance,  and  outstanding  Customer  Service  giving  business  travelers  like  you 

the  confidence  to  be  more  productive.  Fly  Southwest  and  watch  your  business  take  off. 


SOUTHWEST.COM 

DING!"  You  are  now  free  to  be  more  productive. 


■  ■Miii«iiMii«ii«miiinirinffoitririinTifiT[TTTTnTflli 


040 


WHY  DEATH  BONDS 
LOOK  SO  FRAIL 

They  may  have  a  lot  of  allure  for  Goldman  Sachs,  but 
investors  remain  wary  of  exotic  securities 


By  Matthew  Goldstein 
It's  fashionable  to  think  everything 
Goldman  Sachs  touches  turns  to  gold. 
After  all,  the  investment  iirm  emerged 
relatively  unscathed  from  the  sub- 
prime  crisis.  So  if  any  big  bank  can 
tame  the  rough-and-tumble  vi^orld  of 
life  settlements — the  business  of  buy- 
ing and  selling  unwanted  life  insurance 
pohcies  — it  should  be  Goldman. 

But  so  far,  Goldman's  adventure 
seems  more  Wild  West  than  Wall 
Street.  With  subprime  spooking  the 
markets,  its  plans  to  bundle  policies 
into  securities  known  as  death  bonds 
have  been  set  back.  And  now  the  bank 
is  bumping  up  against  firms  using 
Goldman's  name  in  marketing  materi- 
als without  permission. 

So  why  do  Goldman  and  other  play- 
ers like  Bear  Stearns,  Deutsche  Bank, 
and  Lehman  Brothers  show  no  signs 
of  backing  down?  Perhaps  it's  the  de- 
mographics of  the  $15  bilhon  industry. 
With  baby  boomers  reaching  their 
golden  years,  more  are  cashing  out 
on  life  insurance  policies  they  don't 
want.  That  creates  plenty  of  supply 
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and  a  chance  for  profits.  "The  numbers 
are  too  big  to  ignore,"  says  Emmanuel 
Moduof  rating  agency  A.M.  Best. 

The  business  model  is  straightfor- 
ward. Policyholders,  usually  people 
over  65  holding  multimillion-dollar 
plans,  agree  to  sell  their  insurance  to 
investors,  often  at  a  third  of  its  value. 
The  new  owners  pay  the  premiums  and 
ultimately  collect  the  death  benefit. 
Those  speculators  are  ghoulishly  bet- 
ting that  the  former  policyholders  will 
die  sooner  rather  than  later,  creating  an 
early  payout  and  a  tidy  profit. 

Goldman  made  its 
first  major  move  into  the 
industry  in  2006  with  a 
bid  for  Life  Settlement 
Solutions,  which  special- 
izes in  buying  unwanted 
life  insurance  policies.  But 
the  bank  got  cold  feet  after 
regulators  sued  a  rival  of 
the  San  Diego  firm.  After 
that,  Goldman  started  from 
scratch,  stockpiling  life 
settlements  through  two 
new  subsidiaries. 


BILLION 


The  market  for 
unwanted  life  insur 
ance  policies,  vs. 
$8  billion  in  2005 

Data:  Life  Insurance  Settle- 
ment Assn. 
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As  a  precursor  to  offering  death 
bonds,  Goldman  in  December 
launched  a  "mortahty  index"  that 
tracks  the  life  expectancy  of  65 -year- 
olds  with  policies.  The  index,  which 
would  allow  investors  to  buy  deriva- 
tives pegged  to  it ,  means  they  could 
hedge  against  the  risks  of  people  livin 
longer  than  anticipated.  That's  a  key 
tool  for  marketing  these  products  to 
institutions  and  other  buyers. 

SPECULATIVE  MARKET 

With  the  index  in  place,  analysts 
initially  expected  Goldman  to  create 
its  first  death  bond  early  this  year.  Bui 
investors  and  credit -rating  agencies 
have  grown  wary  of  any  exotic  secu- 
rity—even ones  like  these  that  purpoi 
to  dampen  risk  since  they  don't  movei 
in  step  with  stocks  and  bonds.  So  it 
could  be  another  year  before  Goldma 
or  any  big  bank  starts  seUing  them. 

On  top  of  that,  Kissinger  Financial 
Services,  Trinity  Premium  Finance,  aii 
Regency  Premium  Finance  used  the 
Goldman  brand  on  marketing  materifi] 
for  life  settlement  products  earher  thi 
year.  But  Goldman  spokesman  Micha 
DuVally  says  the  firm  "has  not,  nor 
does  it  have  plans  to  do  business"  wit 
any  of  the  companies.  Kissinger  and 
Trinity  blame  Regency  for  distribut  - 
ing  the  information.  Regency  did  not 
return  calls.  All  three  have  removed  tl 
Goldman  logo  from  their  literature. 

Goldman's  problems  show  what  ca 
happen  when  the  Street  rushes  into 
a  largely  unregulated  and  speculative 
market.  Skeptics  fear  investors  may  r 
appreciate  the  risks— a  situation  they 
liken  to  subprime  bonds.  For  its  part,  1 
Goldman  is  trying  to  bring  more  tranii 
parency  to  the  business.  It's  developili 
a  formalized  market  for 
trading  life  settlements 
with  National  Financial 
Partners  and  GenworthB 
nancial.  The  venture  coun 
rival  a  similar  electronic  < 
platform  launched  last 
summer  by  Cantor  Fitzgt 
aid.  "Goldman's  influenc 
is  a  positive  one,"  says 
Patrick  Duke,  a  principal 
with  Chesapeake  Financ: 
Settlements.  "It  further! 
gitimizes  our  market."  iB 
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IN  DEPTH 


ateve  Hamm 
Kenji  Hall 


The  superslim  ThinkPad  X300  is 
Lenovo's  bid  for  leadership  in  the 
high-stakes  world  of  laptops 


H  FUTURE 
h-ECH 


"Phyllis!  Get  me  one  of  those  interoffice 
mail  envelopes!" 

It  was  just  after  lunchtime  on  Jan  .15,  and 

Peter  Hortensius  was  storming  through  the 

cubicles  at  Lenovo  Group's  offices  in  Mor- 

ille,  N.C.,  shouting  for  his  secretary.  Hortensius,  senior 

president  in  charge  of  laptops ,  had  just  heard  that  Apple 

)  Steve  Jobs  had  unveiled  the  supersvelte ,  aluminum  -  clad 

Book  Air  by  declaring  it  the  "world's  thinnest  notebook" 


and  dramatically  pulling  it  out 
of  an  interoffice  envelope .  Leno  - 
vo's  ThinkPad  X300  notebook 
was  due  out  in  February,  after  a 
year  and  a  half  in  development, 
and  Hortensius  was  alarmed 
that  it  could  be  upstaged  before 
it  even  made  its  debut. 

His  secretary,  Phyllis  Ar- 
rington-McGee,  ransacked  fil- 
ing cabinets  until  she  found  one 
of  the  envelopes.  She  handed 
it  to  Hortensius,  who  gingerly 
slipped  the  X300  inside.  "It  fits! 
It  fits!  "he  shouted. 

Perhaps  no  one  was  more  re- 
lieved than  David  Hill,  Lenovo's 
chief  designer,  who  stopped  by 
Hortensius'  office  right  after 
the  envelope  experiment.  It  had 
been  his  idea  to  create  the  su- 
perthin  X300,  which  was  origi- 
nally code-named  Kodachi. 
Hill  shared  a  laugh  about  the 
test  with  Hortensius  and  later 
couldn't  resist  a  poke  at  Jobs' 
latest  creation.  "I'm  a  bit  tired 
of  looking  at  silver  computers," 
said  Hill.  "I'd  never  wear  a  silver 
business  suit." 

Such  is  life  in  one  of  the  most 
competitive  markets  on  earth: 
the  portable  computer  busi- 
ness. The  best  engineers  and 
designers  at  the  most  power- 
ful technology  companies  slug 
it  out  with  top-secret  plans 
and  ulcer -inducing  deadlines. 
From  Hewlett-Packard  and  Dell 
to  Acer,  Lenovo,  and  Toshiba, 
design  and  production  teams 
race  to  carve  out  their  share  of 
the  fast -growing  market.  They 
fight  over  ounces  and  millime- 
ters, but  their  victories  are  mea- 
sured in  bilhons  of  dollars. 
For  David  Hill,  Steve  Jobs, 

and  others  in  the  fraternity,  the 

questions  are:  What  is  the  per- 
fect combination  of  weight,  price,  and  features?  And  what 
new  technologies  should  be  included  ?  It 's  a  sign  of  the  intense 
competition  that  the  revered  Jobs  received  decidedly  mixed 
reviews  for  Apple's  Air,  despite  its  eye-catching  looks. 

At  Lenovo,  Hill  and  his  colleagues  have  a  lot  riding  on  the 
X300,  part  of  its  ThinkPad  line  of  computers.  The  Chinese 
company  bought  IBM's  money-losing,  $10  billion  PC  busi- 
ness in  2005  with  hopes  of  using  it  to  build  a  prominent  global 
brand.  IBM's  ThinkPad  had  long  been  a  favorite  of  executives 
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ANATOMY  OF  A  LAPTOP 

Here's  what's  inside 
Lenovo's  ThinkPad  X300 

A  Top  cover  and  display 

447  grams 

B  Magnesium  chassis 

82.7  grams 

C  DVD  drive 

99.3  grams 

D  Audio  cable 

3.5  grams 

E  Screws 

6.1  6  grams 

F  Stereo  audio  system 

1 7.5  grams 

G  Wireless  local  network 

7.1  grams 

H  Wireless  wide  network 

10.7  grams 

I  Palm  rest  and  touchpad 

50  grams 

J  System  board  with 

Intel  Core  2  Duo  processor 

I I  9.3  grams 

K  Replaceable  battery 

210  grams 

L  Expansion  cover 

0.316  gram 

M  Cooling  fan 

34.3  grams 

N  64-gigabyte  solid-state 
drive 

41.3  grams 

0  Bottom  cover 

130  grams 

P  Keyboard  and  TrackPoint 

1  29  grams 

Q  Display  connector 

13.6  grams 

R  Memory  chips 

1  5.4  grams 

S  Internal  battery 

2.4  grams 
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and  business  travelers,  but  it  lost 
cachet  over  the  years.  The  goal  now 
with  the  X300  is  to  deliver  a  machine 
that  will  burnish  Lenovo's  reputa- 
tion worldwide.  "We  want  to  send 
the  message  that  if  there's  a  compa- 
ny in  the  industry  that  can  continu- 
ously develop  the  most  inventive  and 
best-quality  products  with  efficien- 
cy, it  will  be  Lenovo,"  says  Chairman 
YangYuanqing. 

The  X300  isn't  perfect.  Perhaps 
no  computer  can  be.  But  its  develop  - 
ment  over  the  past  20  months  shows 
the  journey  of  one  team  striving  for 
perfection,  while  at  the  same  time 
being  forced  to  make  hard  com- 
promises. Lenovo  doesn't  expect 
the  X300,  with  prices  ranging  from 
$2,700  to  $3,000,  to  be  a  huge  seller. 
They  believe  it  will  be  a  "halo"  prod  - 
uct,  leading  to  positive  reinforce- 
ment for  the  corporate  brand  and 
for  the  more  affordable  ThinkPads. 
The  X300  will  be  prominently  fea- 
tured at  the  Beijing  Olympics,  where  Lenovo  is  to  be  one  of 
the  major  sponsors. 

Lenovo  needs  a  hit,  perhaps  more  than  one,  to  win  rec- 
ognition as  one  of  technology's  premier  brands.  It  trails  be- 
hind leaders  HP  and  Dell  in  the  notebook  market,  and  some 
competitors  are  dismissive  of  its  prospects.  "We  have  bigger 
rivals  to  worry  about,  except  in  China,"  says  Michael  S.  Dell, 
chief  executive  of  Dell  in  an  interview. 

SMALL  IS  COSTLY 

The  X300  arrives  as  portable  computing  is  breaking  out,  after 
decades  in  which  desktop  PCs  dominated.  For  the  first  time 
ever,  more  laptops  are  expected  to  sell  in  the  U.S.  this  year 
than  desktops,  industry  analysts  say.  At  the  same  time,  the 
miniaturization  of  electronics  has  allowed  tech  outfits  to  pack 
so  much  into  high  -  end  mobile  phones  that  they  have  become , 
essentially,  small  computers. 

These  trends  are  the  culmination  of  a  40  -year  quest  to  fulfill 
the  potential  of  mobile  computing .  Back  in  the  late  19  6  o  s ,  sci  - 
enlists  envisioned  portables  even  before  it  was  possible  to  build 
a  desktop  PC .  In  the  early  1980s,  computing  pioneers  produced 
suitcase-size  "luggables,"  and  later  in  the  decade  they  deliv- 
ered full -powered  laptops  shm  enough  to  slip  into  an  attache 
case.  The  iggosbrought  personal  digital  assistants  such  as  the 
Palm  Pilot.  And  this  decade  ushered  in  smartphones  like  the 
BlackBerry  for  businesspeople  and  the 
iPhone  for  consumers.  The  vision  that 
Microsoft  founder  Bill  Gates  articulated 
nearly  two  decades  ago,  of  having  infor- 
mation at  your  fingertips,  is  at  last  being 
realized.  "Portable  computing  has  been 
a  mind-blowing  success,"  says  Gates  in 
an  interview. 


At  Lenovo, 
designer  Hillili 
called  keepeM 
of  the  Thinkl^' 
tradition         1  ™ 
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It's  still  difficult  to  design  and  build  an  excellent  portali  h 
computer,  however.  Making  things  small  adds  cost.  So  w] 
engineers  and  designers  set  out  to  create  new  portables, 
have  to  stretch  to  produce  something  that's  compact,  powfl 
ful,  and  affordable.  That's  the  challenge  that  Lenovo's  ThinifliE 
Pad  team  faced  when  they  set  out  to  create  the  X300  all  tho  m 
months  ago.  '  M, 

The  effort  started  with  Hill,  a  bespectacled  50-year-(-ifT 
Oklahoman  who  rebuilds  motorcycles  in  his  spare  time.-'  Ibii 
Lenovo,  where  he  is  director  of  corporate  identity  and  desifi  iff. 
he's  known  as  the  keeper  of  the  ThinkPad  tradition.  1  w 

The  original  design  concept,  created  by  consultant  Rich*  fee 
Sapper,  was  that  ThinkPads  would  be  simple,  elegant ,  matil  iooi 
black  machines  with  precise,  90 -degree  corners.  Introduti  iper 
in  1992,  the  ThinkPad  went  on  to  become  the  longest  -last:;'  ing 
design  franchise  in  computing  history.  By  2007,  on  its  1  nee 
anniversary,  more  than  30  milHon  had  been  sold.  After  Leni  tint 
bought  IBM's  PC  company  and  Chairman  Yang  signaledlf  s,th 
he  wanted  innovative  design  and  engineering,  Hill  took  tit  oisc 
as  a  personal  challenge  to  design  the  thinnest,  lightest,  il  lyaii 
most  elegant  ThinkPad  ever.  '■  Sani 

He  started  out,  in  June,  2006,  with  two  radical  thougij  er.Bi 
One  was  to  push  the  idea  of  simphcity  further  than  any  co-<  uto 
puter  company  ever  had  before .  Like  other  laptops ,  Think?.)  tal  i( 
have  plugs  and  switches  on  the  sides  and  back,  and  labels^  kecc 
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LENOVO  IS  NOT  COUNTING  ON  THE  PRICEY  X300 


TO  BE  A  HUGE  SELLER,  BUT  A  "HALO"  PRODUCT  THAI 


COULD  REINFORCE  THE  CORPORATE  BRAND 
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bottom.  What  if  they  made  a  machine  that  showed  noth- 
on  the  outside  but  a  logo  on  the  top  and  a  latch  on  the 
it?  He  even  toyed  with  the  idea  of  eliminating  the  elec- 
al  cord.  The  machine  could  be  powered  by  setting  it  in  a 
cial  cradle.  Hill  and  colleagues  built  a  prototype  of  such  a 
;hine— with  a  plain  outer  shell  on  the  bottom.  Only  when 
.  opened  it  were  the  plugs  exposed, 
[ill's  other  idea  was  to  make  the  PC  very  small,  less  than 
nches  across  and  less  than  one  inch  thick.  Yet  he  wanted 
)  have  a  full-size  keyboard,  so  he  dusted  off  a  design  from 
mid-1990s:  a  keyboard  that  folded  up  when  the  laptop 
;  closed  and  opened  out  to  full  size  when  the  machine  was 
ned.  The  "butterfly"  keyboard  had  caused  a  sensation 
m  it  was  first  introduced  on  a  ThinkPad  in  1995. 
'his  was  the  beginning  of  the  X300,  the  "concept  phase" 
evelopment.  Like  most  ThinkPads,  this  one  got  its  start 
le  U.S.  The  planners,  project  leaders,  and  some  of  the  de- 
lers  are  in  North  Carolina.  The  more  detailed  design  and 
ineering  work  is  done  by  a  team  in  Yamato,  Japan.  Manu- 
uring  and  purchasing  take  place  in  Shenzhen,  China, 
till  refined  his  design  concepts  through  discussions  with 
per  and  design  colleagues  in  Japan  and  China.  During  a 
iting  at  Sapper's  modernistic,  V-shaped  home  on  Italy's 
e  Como,  the  75  -year-  old  design  legend  urged  Hill  to  make 
fold -out  keyboard  deploy  automatically,  rather  than  re- 
•ing  the  owner  to  snap  it  into  place.  By  midsummer.  Hill 
ided  his  ideas  over  to  the  Yamato  engineers  to  see  what 
iild  really  work. 

[IGET  THE  SUPERREALITY 

I  man  in  charge  of  product  development  in  Yamato  was 

inasa  Naitoh,  known  in  his  home  country  as  the  "father 

jie  ThinkPad."  His  team  in  the  early  1990s  established 

jThinkPad's  reputation  for  quality  and  advanced  tech- 

j)gy.  Naitoh  believes  there  should  be  creative  tension 

veen  designers  and  engineers.  "We  encourage  [the 

fives]  to  design  something  that's 

too  real,"  he  says.  "If  they  stick 

iperreality,  nothing  will  be  fun, 

ling  will  be  new." 

nee  Hill's  early  design  concepts 

in  the  hands  of  the  Yamato  engi- 
■s,  they  put  them  to  the  test.  Every 
jor  so,  Hill  would  receive  drawings 
ji  Yamato  showing  how  the  compo  - 
:s  and  electrical  parts  might  fit  to- 
er.  By  late  September  the  engineers 
m  to  question  some  of  Hill's  most 
cal  ideas.  Thirteen-inch  screens 

becoming  popular  because  they're 
i  for  watching  movies,  so  the  engi- 
s  didn't  want  to  use  Hill's  10 -inch 
ion.  Hill  gave  in.  That  meant  there 
Jio  need  for  the  fold-out  keyboard.  They  also  concluded 
the  metal  shell  in  which  he  wanted  to  hide  the  plugs  would 
too  much  weight .  Hill  didn  't  protest .  "You  start  with  wide 
^  You  gather  a  bunch  of  ideas .  And  you  finally  settle  on  the 
lents  that  are  most  promising,"  he  says. 
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The  X300  was 
code-named 
Kodachi, 
after  a  slim 
samurai  sword 


A  MANUFACTURER'S  MARATHON 

The  ThinkPad  X300's  path  from  concept  to  completion 

JUNE,  2006  Designer  David  Hill  conceives  of  ultraslim  laptop 

SEPT.,  2006  The  more  radical  design  elements  are  dropped 

JAN.  22,  2007  Project  Kodachi  enters  the  "plan  phase" 

APR.  27,  2007  Kodachi  approved  in  spite  of  weak  forecasts 

OCT.  1,  2007  Problems  emerge  with  solid-state  drives 

DEC.  7,  2007  Quality  reviewers  declare  Kodachi  "not  ready" 

DEC.  10,  2007  Manufacturing  tests  begin  in  China  anyway 

JAN.  15,  2008  Apple  launches  its  ultraslim  MacBook  Air 

JAN.  25,  2008  Manufacturing  of  ThinkPad  X300  begins 

FEB.  1,  2008  ThinkPad  X300  available  online  to  resellers 

FEB.  26,  2008  ThinkPad  XSOO's  scheduled  product  launch 

Lenovo's  product  development  managers  were  focusing 
on  a  new  high- end  laptop  that  would  include  three  impor- 
tant emerging  technologies.  The  first  was  solid-state  stor- 
age, which  doesn't  break  when  people  drop  their  laptops  the 
way  the  mechanical  disk  drives  in  most 
computers  sometimes  do.  The  second 
technology  was  LED  backlighting  on 
computer  displays,  which  would  im- 
prove movie  viewing.  The  third  was  a 
DVD  drive  just  seven  millimeters  thick. 
In  October,  2006,  the  managers  decid- 
ed to  combine  these  technologies  with 
Hill's  design  concepts.  The  machine 
was  given  the  code  name  Kodachi ,  after 
a  small  samurai  sword. 

The  project  was  approved  to  enter 
the  "plan  phase"  in  January,  2007.  The 
Kodachi  team  went  to  work  in  earnest 
on  all  the  mechanical  and  design  ele- 
ments. They  opened  discussions  with 
suppliers  about  their  newest  technolo- 
gies. Hill  was  in  near-daily  touch  with  the  Japanese  team  by 
phone  and  e-mail. 

At  the  same  time,  the  marketers  began  exploring  Kodachi 's 
sales  potential.  The  original  estimate  was  that  Lenovo  would 
be  able  to  sell  130,000  units  of  Kodachi  and  a  follow-on  ver- 
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sion,  due  out  in  August,  over  12  months.  But  the  sales  force 
came  back  with  a  stunningly  low  estimate:  just  6o,000. 

Hortensius  swallowed  hard  and  approved  the  project  any- 
way. The  17-year  IBM  veteran  has  a  gruff,  no-nonsense  style, 
but  he  often  backs  designers  and  engineers  in  their  wilder 
ideas.  With  Kodachi,  he  iigured  the  salespeople  were  being 
conservative  about  a  high  -  end  product  the  likes  of  which  they 
had  not  sold  before. 

Kodachi  moved  into  the  "development  phase"  in  April, 
2007,  and  from  that  time  on,  Lenovo's  designers  and  engi- 
neers lived  in  a  state  of  dread  that  a  competitor  would  beat 
them  to  market  with  a  laptop  just  as  thin  and  light.  Laptops 
range  in  price  from  $500  to  $3,000,  and  they  weigh  anywhere 
between  three  and  eight  pounds.  Since  Kodachi  would  be 
loaded  with  cutting-edge  features,  it  was  going  to  be  priced 
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at  the  high  end— perhaps  as  much  as  $3,000. 

Over  the  coming  months,  the  bulk  of  t 
work  would  be  done  in  Yamato.  A  product  d 
velopment  team  there,  headed  by  Hiroyuki  ] 
Kinoshita,  would  take  the  requirements  laid  0 
in  the  plan  and  try  to  fulfill  them.  It  was  also 
charge  of  formulating  a  kind  of  rubberized  pai 
for  the  exterior  of  the  machine  that  would  lo 
like  leather  and  have  a  satiny  feel.  For  yea: 
Kinoshita  had  been  a  serious  sailor  in  his  fr 
time.  But  as  the  Kodachi  project  ramped  up, 
had  less  and  less  time  for  sailing.  He  typica 
worked  from  9  a.m.  till  10  or  11  p.m. 

He  and  his  colleagues  faced  a  tight  schedu 
with  a  steady  drumbeat  of  deadlines  and  revie\ 
Early  September:  mechanical  prototype.  Se 
tember  through  October:  testing  of  compls 
prototype  and  components .  November :  final  pr 
totype.  Early  December:  pre-production  test ii 
In  December  a  review  board  comprising  a  ha 
dozen  quality  managers  was  scheduled  to  meet 
Yamato  to  decide  if  Kodachi  was  ready  to  go  ir 
test  production.  That  would  be  the  iinal  hurdle. 


DUELING  LIGHTWEIGHTS 

Here 's  how  Lenovo  's  and  Apple 's  slim  laptops 

compare: 

THINKPAD  X300 

MACBOOK  AIR 

Thickness 

0.73  to  0.92  inches 

0.16  to  0.76  inches 

Weight 

2.9  to  3.1  pounds* 

3  pounds 

Screen  size 

13.3  LED 

13.3  LED 

Screen  resolution 

1,440X900 

1,280X800 

Battery 

Removable 

Not  removable 

Net  connectivity 

Ethernet,  Wi-Fi 

Wi-Fi 

Ports 

Three  USB  ports 

One  USB  port 

DVD  drive 

Yes 

No 

Price  range 

$2,700  to  $3,000  (est.)* 

$1,800  to  $3,100* 

"Depending  on  version 


GOON,  DROP  IT 

Throughout  the  development  process,  Kinoshita's  tes;! 
subjected  the  prototypes  to  a  series  of  stress  tests.  The  mil 
extreme  was  the  "free -drop,  torture -drop  test."  The  laptd 
which  was  wide  open  and  turned  on,  was  held  in  a  contra 
tion  that  looked  like  a  guillotine  about  five  feet  up  from  a  stc 
slab.  A  beep  sounded.  The  laptop  was  released  and  hit  t 
stone  floor  with  a  loud  smack.  Engineers  rushed  over  to !' 
the  results:  Kodachi  had  survived  intact. 

On  Oct.  1,  however,  a  problem  emerged  that  threaten 
to  knock  the  team  off  schedule.  Andy  Kozak,  a  graduate 
the  U.S.  Naval  Academy  who  was  coordinating  Kodachi  c 
velopment  from  Morrisville,  opened  a  cardboard  box  co 
taining  a  prototype  that  had  been  hand-built 
Yamato.  Inside  was  a  crude  hinged  alumini 
box  containing  Kodachi's  electronics  that  I 
little  resemblance  to  a  finished  notebook  coi^ 
puter.  When  Kozak  lifted  the  machine  out  of  I1 
package,  he  noticed  that  an  important  piece  v 
missing:  "I  explored  with  my  fingers,  and  I  rer 
ized  there  was  no  solid-state  drive.  I  said: '(. 
s  — !'"  The  problem,  he  discovered,  was  tl 
the  solid-state  drives  they  had  ordered  fromti 
Asian  suppliers  had  not  passed  quality-conti 
tests.  As  a  resuft,  they  had  been  left  out  oft] 
machine  altogether. 

Usually,  such  setbacks  would  be  dealt  with  i 
few  weeks .  But  the  suppliers  couldn't  resolve  tl 
problems  before  Kozak  faced  the  Lenovo  qua 
review  board  in  Yamato  in  early  December, 
session  felt  like  a  trial.  Kozak  sat  at  a  conferei 
table  opposite  five  stone -faced  Japanese  revie 
ers  and  made  his  case  for  Kodachi  proceeding 
Data;  Lenovo,  Apple  the  uext  development  stagc  in  spite  of  the  pre 
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lems.  The  verdict  came  down  the 
next  day:  "Not  ready." 

Kozak  was  beside  himself.  Back  in 
his  hotel  room  in  Tokyo,  he  sent  an 
instant  message  with  the  bad  news 
to  Mark  Cohen,  head  of  ThinkPad 
operations.  Cohen,  the  power- 
ful right-hand  man  to  laptop  chief 
Hortensius,  decided  on  a  risky 
course:  Test  manufacturing  would 
go  ahead  without  the  solid-state 
drives,  despite  the  panel's  verdict. 
The  drives  would  be  added  later, 
after  they  passed  the  tests.  Kodachi 
would  keep  moving  forward. 

The  ThinkPad  factory  in  Shen- 
zhen occupies  a  six- story  concrete 
building  in  a  free-trade  zone.  On 
Dec.  10,  a  Monday,  a  crew  of  young 
people  — mostly  women  in  blue 
Lenovo  smocks  with  lighter-blue 
caps— began  assembling  the  first 
25  Kodachi  test  units.  There  was 
no  haste.  Working  under  banners 
exhorting  them  to  "Eliminate  Idle 

Time"  and  "Meet  Customer  Requirements,"  their  job  was  to 
spot  any  problems  and  to  develop  step-by-step  instruction 
sheets  for  the  assembly  line  crews  that  would  begin  to  handle 
high-volume  production,  starting  on  Jan.  25. 

"WOW,  THAT'S  LIGHT" 

One  day  in  early  January,  Kozak  was  sitting  at  his  desk  in  Mor- 
risville  eating  his  customary  egg  salad  sandwich  for  lunch 
when  Cohen  walked  over  and  told  him  Hortensius  wanted  to 
see  one  of  the  new  Kodachi  models  that  were  coming  off  the 
line  in  China.  Kozak  called  around  until  he  found  one  of  the 
precious  samples,  which  had  just  been  shipped  to  product 
testers  in  Morrisville.  The  machine  was  everything  he  had 
hoped  for:  extremely  thin  and  light  with  an  elegant  matte- 
black  surface.  It  was  also  the  first  ThinkPad  with  Lenovo's 
logo  on  the  top.  The  IBM  logo  had  been  removed  a  few  months 
earlier.  He  took  it  to  Hortensius'  conference  room  and  laid  it 
before  his  bosses. 

It  was  the  iirst  time  Hortensius  and  Cohen  had  seen  the 
final  prototype.  Hortensius  lifted  the  machine.  "I  love  this," 
he  said.  Early  on,  he  had  told  the  engineers  in  Yamato  he 
wanted  it  made  lighter,  and  they  had  found  ways.  Kodachi 
was  originally  specified  at  3.4  pounds.  It  came  in  at  3.1.  The 
version  without  a  DVD  drive  weighed  just  2.9  pounds.  "This 
tells  people  we  can  do  better,"  Hortensius  said  later.  "It  tells 


THE  NEW  MACHINE-EXTREMELY  THIN  AND  LIGHT, 
WITH  AN  ELEGANT  MATTE-BLACK  SURFACE-IS  THE 
FIRST  THINKPAD  TO  CARRY  THE  LENOVO  LOGO 


Naitoh  leads  i 
the  product 
development  1I 
team  in 
Yamato 


me  we  haven't  reached  the  end  of  innovation  in  notebooks  ■ 
The  Apple  Air  scare  came  a  few  days  later.  The  Lenovo  pen 
pie  had  heard  rumors  that  Apple  had  an  ultraslim  notebook  ^ 
the  works,  but  they  weren't  sure  whether  the  speculation  w 
true.  By  then,  Kodachi  was  in  "launch  phase,"  on  a  relentk.i 
march  to  completion.  The  main  supplier  of  the  solid-stat 
drive  had  not  been  able  to  fix  its  problems  in  time,  so  Lenoi* 
had  switched  at  the  last  minute  to  the  backup  supplier,  whii 
came  through  in  the  pinch.  On  Jan.  25 ,  manufacturing  start 
in  Shenzhen.  Lenovo  plans  on  officially  unveiling  the  X3n 
on  Feb.  26. 

One  evening  in  late  January,  Hill  put  an  X300  in  his  b 
at  the  office  and  drove  to  his  home  in  nearby  Cary,  N.C.  I 
had  been  talking  for  months  about  the  project  to  his  wivj 
Jena,  and  now  he  wanted  her  to  see  the  finished  produii' 
She  was  in  the  kitchen  when  he  arrived.  "I  want  to  show y ' 
Kodachi,"  he  told  her.  He  slipped  the  machine  out  of  his  b ' 
and  handed  it  to  her.  "Wow,  that's  light,"  she  said,  passing) 
back  to  him.  She  asked  how  much  it  would  cost.  When  HI 
told  her,  she  said:  "Oh,  my."  It  seemed  a  bit  pricey.  Then  s 
asked  to  hold  it  again. 

Hill  has  strong  emotions  about  the  product  he  still  ca  : 
Kodachi.  The  designers  an4  engineers  had  accomplishec 
lot  of  what  he  had  dreamed  of  back  in  June,  2006.  His  ok 
real  disappointment  is  that  the  bottom  is  still  more  cluttei< 
with  labels  than  he  would  like.  But  tl 
gives  him  challenges  for  a  new  genei 
tion  of  ThinkPads  that  will  come  c 
next  year.  "It's  a  continuous  search! 
perfection,"  he  says.  It  has  to  be  for? 
and  his  team.  Rivals  around  the  glo 
are  racing  for  the  same  goal.  1 BW 1 
-With  David  Rocks  in  Shenzhen,  Chint' 
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CHECKING  IN  WITH 


By  Jane  Sasseen 


We  went  back  to  a  group  of  voters  BusinessWeek  profiled  four  years  ago 
to  see  which  Presidential  candidates  are  speaking  to  their  concerns 


With  the  U.S.  economy  souring  and  stock  markets  down, 
where  are  voters  in  the  so-called  investor  class  turning? 

American  voters  who  identify  themselves  as  investors  — 
those  who  own  stocks  and  bonds  directly  or  invest  in  them 
through  40l(k)s,  mutual  funds,  or  other  accounts —have  been 
a  key  bloc  in  recent  elections.  Their  backing  was  critical  to 
both  of  President  George  W.  Bush's  victories,  and  their  shift 
away  from  the  Republican  Party  in  2006  helped  put  Congress 
back  in  Democratic  hands.  The  same  holds  true  now,  says 
Daniel  Clifton,  a  Washington  policy  analyst  with  Strategas 
Research  Partners.  "Whichever  way  they  move  in  the  general 
election,  that  will  sway  the  vote." 

Today  the  investor  class  accounts  for  roughly  a  third  of  the 
electorate.  It's  a  diverse  lot,  including  everyone  from  union 
members  and  suburban  environmentalists  to  a  growing  num- 
ber of  African  Americans  and  Hispanics.  Still,  within  each 
group,  investor-class  voters  lean  toward  Republicans,  says 
independent  pollster  John  Zogby.  Union  members  who  own 
shares  back  GOP  candidates  more  often  than  their  peers  who 
don't,  for  example. 

Candidates  from  both  parties,  of  course,  are  trying  to  draw 
investors  in.  They're  a  key  reason  John 
McCain  and  most  of  his  former  Repub- 
lican rivals  pledged  to  maintain  the  Bush 
tax  cuts — and  an  equally  important  rea  - 
son  Hillary  Clinton  and  Barack  Obama 
say  they'll  limit  increases  in  capital- 
gains  taxes  to  top  earners. 

To  see  how  well  each  candidate  is 
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doing  with  investors,  BusinessWeek  went  back  to  a  group n 
investor  -  class  voters  we  profiled  in  September,  20  04 ,  just  hi 
fore  the  last  Presidential  election.  By  and  large  they  have  doE 
well,  as  have  many  American  investors,  but  the  economyi 
current  woes  present  new  hurdles. 

MARRIED,  WITH  BABIES 

Witness  Peter  S.Blasi,a33-year-oldlawyer living outsideS 
Louis  with  his  wife,  Tami,  and  three  young  kids:  4-year-o 
Marie,  21-month-old  Andrew,  and  Maggie,  who  arrived: 
September.  Blasi  represents  one  of  the  biggest  segments  < 
investor-  class  voters :  married  parents  with  children  at  horn 
For  many  of  these  typical  suburb -dwellers,  the  scramble  ■ 
build  up  savings  while  the  cost  of  housing,  health  care,  ar. 
other  expenses  keeps  rising  is  among  their  biggest  financi 
challenges.  Even  as  Blasi  continued  to  max  out  contributioi 
to  his  4 0 1  (k)  and  opened  college  savings  accounts  for  his  kid 
he  paid  $439,000  for  a  bigger  house  last  August.  But  in  tl 
troubled  housing  market,  h^has  been  unable  to  sell  his  0 
home.  So  far  he  hasn't  lost  money.  Having  paid  $190,000  f 
it  in  2002,  he's  notched  his  asking  price  down,  from  $230, OC 


TO  WOO  THESE  VOTERS,  McCAIN  SAYS  HE'LL  KEEP 
BUSH'S  TAX  CUTS,  AND  CLINTON  AND  OBAMA  SAY 
THEY'LL  LIMIT  CAPITAL-GAINS  HIKES  TO  TOP  EARNER] 
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to  $224,900.  Yet  the  strain  of  keeping  up  $3,000  in  total 
monthly  mortgage  payments  is  starting  to  show.  "It's  sus- 
tainable—for now,"  he  says.  "But  I'd  Uke  to  get  the  money  out 
and  put  it  into  something  else." 

Soaring  health-care  costs  are  also  a  big  issue  for  Blasi,  a 
Bush  supporter  in  2004.  The  premiums  paid  by  his  15-person 
law  firm  have  more  than  doubled  in  six  years.  Last  year  they 
jumped  $25,000.  But  he  worries  about  the  tax  hikes  the 
Democrats  could  propose  to  pay  for  any  expansive  new  health 
programs.  "I'm  more  receptive  to  private  market  reforms  as  a 
solution  rather  than  a  mandated  program  forced  by  the  gov- 
ernment. But  I  do  think  there  will  be  a  role  for  both,"  says 
Blasi,  who  considers  himself  a  fiscally  conservative  indepen- 
dent. While  he  has  backed  candidates  of  both  parties  before, 
that  fiscal  conservatism  is  a  crucial  reason  he's  for  McCain  this 
year.  He's  also  impressed  with  McCain's  ability  to  work  with 
both  sides  on  stalemated  problems  Uke  immigration.  "I  think 
he's  more  open  to  finding  nontraditional  avenues  than  most 
Republicans,"  says  Blasi.  "We're  entering  a  phase  where  that 
kind  of  flexibility  is  needed." 

TUITION  WORRIES 

Blasi's  situation  is  similar  to  that  of  Duane  Ewing,  a  software  - 
marketing  manager  who  lives  in  Katy,  Tex. ,  a  Houston  suburb 
popular  with  oil  and  gas  executives.  Investor-class  African 
American  voters,  like  their  white  and  Hispanic  counterparts, 
are  more  likely  to  go  with  the  GOP  than  their  noninvestor 
peers.  But  while  Ewing  cheerfully  concedes  that  he  has  ben- 
efited hugely  from  the  Bush  tax  cuts  —  "I  hope  nobody  messes 
with  the  capital -gains  rates,"  he  says— and  he  hasn't  ruled  out 
McCain  entirely,  his  vote  will  probably  go  to  a  Democrat. 

Ewing,  who  went  for  Kerry  in  2004,  currently  is  torn  be- 
tween Clinton  and  Obama.  With  a  16-year-old  daughter 
racking  up  straight  As,  Ewing's  biggest  financial  worry  is  the 
cost  of  college.  "My  No.  1,  No.  2,  and  No.  3  priorities  right  now 
are  putting  enough  away  for  education,"  he  says.  The  Ober- 
lin  College  graduate  laments  that  it  costs  around  $45,000 
a  year  to  attend  a  top  school  today,  four 
Since  our  2004        times  as  much  as  when  he  was  a  student, 
pro  I  e,    ese  ^^^  ^j^^^  ^,    limited  financial  aid  exists 

equity-owning  -' 

voters  have  for  upper- middle -class  families  like  his. 

prospered  He  lauds  Clinton  for  being  the  first  of  the 


McCain:  His  fiscal 
conservatism 
appeals  to 
independent 
Peter  Blasi 


main  candidates  to  come  out  with  tangib ;  u 
plans  to  help  (she  supports  a  $3,500  tuitic*  w 
tax  credit).  "She  seems  to  be  talking  mo'  * 
about  programs  that  would  help  people  lili 


myself,"  he  says.  But  he  also  thinks  the  go'i 
ernment  needs  to  do  more  to  improve  access  to  health  care.  Ci  irtj 
that ,  he  prefers  Obama's  less  heavy-handed  approach.  Andaa  i,t 
though  he  likes  McCain,  Ewing  worries  he'd  continue  pouriiii  a 
too  much  into  Iraq.  "We  can't  do  everything;  we're  spendiiii  ijyi 
$300  billion  a  year  on  a  war  with  little  to  show  for  it,"  he  sajj  my] 
"The  Democrats'  priorities  are  more  in  line  with  mine."  ;  ich 
Spending  is  a  big  issue,  too,  for  Pat  Consolmagno,  an  8(<(  ith 
year-  old  retiree  in  Englewood,  Fla. ,  who  voted  for  Bush  in  tt  Up 
last  election.  She  and  her  89-year-old  husband,  Joe,  live  (( Ion 
the  roughly  $80,000  a  year  they  get  from  earnings  on  tho|  ps 
mutual  funds  and  savings.  Social  Security,  and  a  ChrysK 
pension.  So  far  their  dividends  have  remained  steady  despil  USE 
a  10%  drop  in  their  stock  portfolio,  but  they  know  that  mrt  tliv 
not  last.  And  with  prices  up  on  everything  from  food  to  gci)  juo, 
she's  budgeting  more.  "We're  concerned  about  what's  goi:i  GO 
on,  but  if  we  don't  have  the  money,  we  won't  spend  it,"  si  (eki 
says,  adding  that  they  will  watch  their  credit-card  bills  aai  isto 
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linton:  put  off  major  repairs  if  their  income  falls, 
anhattan  Xhe  Consolmagnos'  fiscal  prudence 

frtrepreneur  ^j^^  extends  to  the  home  they've  owned 

cott  Berrie  likes  ^  -,.■,■,  ., 

»,  <.v„»ri<.„^»  for  over  30  years.  Its  value  has  more  than 
Br  experience  -^     -' 

tripled— but  despite  repeated  offers  from 
trtgage  brokers,  they  never  pulled  equity  out.  Nearby,  how- 
;r,  the  mortgage  crisis  is  in  full  swing,  with  many  houses 
rent  or  in  foreclosure .  Pat ,  a  Depression  -  era  child  who  has 
/ays  lived  a  "very  modest  life,"  doesn't  understand  how  so 
jiy  have  gotten  into  such  a  situation.  "If  you've  only  got  so 
ich  and  you  buy  a  house  for  a  ridiculous  amount,  how  do 
1  think  it's  going  to  add  up?"  she  asks.  She  doesn't  agree 
th  proposals  from  the  Presidential  candidates  or  others  to 
1  out  struggling  homeowners.  "Frankly,  I  don't  think  tax- 
'ers  have  any  obligation  to  help  them  out,"  she  says. 

NSERVATIVE  SENIORS 

th  views  such  as  those,  it's  little  surprise  that  Consol- 
tgno,  like  the  largest  share  of  senior  investors,  leans  toward 

GOP.  Seniors  without  money  in  the  market  skew  much 
re  heavily  Democratic.  Consolmagno  is  not  interested  in 
iDst  of  government  programs  to  resolve  current  travails  in 

economy,  health  care,  or  elsewhere.  "You're  up  a  creek  if 

1  depend  on  the  government  to  take  care  of  everything," 
says.  And  this  year  she  backs  McCain,  both  for  his  fiscal 
servatism  and  for  her  sense  that  when  he  takes  a  stand,  he 
ks  with  it.  "I've  never  before  been  convinced  of  a  candi- 

2  so  early;  I  really  do  like  McCain,"  she  says.  "I  don't  expect 
to  work  miracles  on  the  economy  or  other  issues,  but  I  do 

e  faith  in  his  judgment ." 

ihis  Manhattan  apartment  1,200  miles  to  the  north,  Scott 
rie  is  an  entirely  different  sort  of  investor-class  voter.  He 
resents  upscale  urban  investors — a  highly  educated,  high  - 
)me  group  of  social  liberals.  They  tend  to  lean  Democratic 
igher  numbers  than  other  investors,  and  Berrie  is  no  ex- 
tion:  He  supported  Kerry  in  the  last  election.  An  entrepre  - 
r  who  sold  his  eyewear  business  last  July,  he's  doing  well 
ncially;  while  his  current  portfoHo  is  off  some  5%  to  10%, 


Obama:  Duane 
Ewing  likes 
his  less  heavy- 
handed  approach 
to  health  care 


he  figures  he'll  find  good  buys  in  the  market 
when  he  receives  the  final  proceeds  from  the 
sale  soon.  As  he  considers  his  next  move, 
one  big  concern  is  that  a  recession  could 
make  it  harder  for  a  new  venture  to  attract 
financing  or  get  off  the  ground.  "I'm  an  entrepreneur:  I  worry 
about  fewer  dollars  being  available  for  investment,  as  well  as 
the  number  of  dollars  going  out  rather  than  coming  in." 

He's  also  impatient  for  what  he  considers  the  disastrous 
Bush  Administration  to  end.  The  next  President,  he  be- 
lieves, will  face  a  tough  job  revitalizing  the  economy  and 
restoring  America's  standing  in  the  world.  "It's  like  when 
you've  been  in  a  terrible  wreck,  and  you're  waiting  for  the 
healing  to  start,"  he  says.  As  for  the  candidate  best  placed  to 
tackle  those  challenges?  For  Berrie,  it's  Clinton  all  the  way. 
"I'd  like  to  see  Obama  as  President  some  day,  but  I  think 
Hillary  has  more  skill  and  experience  at  navigating  the  diffi- 
cult aspects  of  government,"  he  says.  "Right  now,  she  would 
be  better."  iBWi 


LINKS 

Investor  votes  by  the  numbers 


It's  too  early  to  tell  yet  whether  investor-class  voters  will  opt 
for  probable  Republican  candidate  John  McCain  or 
whichever  of  his  Democratic  rivals  emerges,  but  within  each 
party,  the  preferences  are  clear.  In  a  January  survey  of  likely 
voters  by  pollster  Zogby  International,  42.5%  of  Democrats 
identified  as  investors  backed  Barack  Obama,  compared 
with  35.7%  for  Hillary  Clinton.  The  former  First  Lady  does 
much  better  with  noninvestors,  beating  Obama  40.3%  to 
34.8%.  Support  from  shareholders  in  the  GOP  also  helps 
explain  why  John  McCain  vanquished  Mitt  Romney.  Despite 
his  business  background,  Romney  garnered  the  support  of 
just  1 5.4%  of  stakeholder  voters,  vs.  McCain's  29.3%.  Even 
populist  Mike  Huckabee,  at  22.2%,  did  better  among 
investors  than  did  Romney. 
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Rams  butt  heads  until  their  horns  fall  off. 


They  can't  find  a  better  way  to  beat  the  competition. 

But  you  can.  With  proven  business  intelligence  and  analytic  software  from  SAS. 
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[apan:  Google's 
leal-Life  Lab 

itting-edge  phones,  discerning  consumers,  and 
eedy  connections  make  for  rich  feedback 


By  Kenji  Hall 

It  was  10:51  p.m.  in  Tokyo,  and  sud- 
denly Google  was  hit  with  a  two- 
minute  spike  in  searches  from 
Japanese  mobile  phones.  "We  were 
wondering:  'Was  it  spam?  Was  it  a 
system  error?' "  says  Ken  Tokusei, 
Google's  mobile  chief  in  Japan.  A  quick 
call  to  carrier  KDDI  revealed  that  it 
was  neither.  Instead,  millions  of  cell- 
phone users  had  pulled  up  Google's 
search  box  after  a  broadcaster  offered 
free  ringtone  downloads  of  the  theme 
song  from  The  Man  Who  Couldn't 
Marry,  a  popular  TV  show,  but  had 
only  briefly  flashed  the  Web  address 
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Mobile  maps  that 
were  a  hit  in  the 
U.S.  disappointed 
demanding 
Japanese  users 


where  the  tune  was  available. 

The  surge  in  traffic  came  as  a  big 
surprise  to  Tokusei  and  his  team.  They 
had  assumed  that  a  person's  location 
was  the  key  element  of  most  mobile 
Internet  searches,  figuring  that  users 
were  primarily  interested  in  maps  of 
the  part  of  town  they  happened  to  be 
in,  timetables  for  the  train  home,  or  the 
address  of  the  closest  yakitori  restau- 
rant. The  data  from  KDDI  indicated 
that  many  Japanese  were  just  as  likely 
to  use  Google's  mobile  searches  from 
the  couch  as  from  a  Ginza  street  corner. 

TOUGH  CUSTOMERS 

Japan's  handset-toting  masses,  it 
seems,  have  a  lot  to  teach  the  Net  giant. 
The  country  has  become  a  vast  lab  for 
Google  as  it  tries  to  refine  mobile  search 
technology.  That's  because  Japan's 
100  million  cell-phone  users  represent 
the  most  diverse— and  discriminat- 
ing — pool  of  mobile  subscribers  on  the 
planet.  While  Google  also  does  plenty 
of  testing  elsewhere,  the  Japanese  are 
often  more  critical  because  they  are  as 
likely  to  tap  into  the  Net  with  a  high- 
tech  phone  as  a  PC  and  can  do  so  at 
speeds  rivaling  fixed-line  broadband. 
And  because  Japanese  carriers  have  of- 
fered such  services  for  years,  plenty  of 
Web  sites  are  formatted  for  cell  phones. 

A  relative  newcomer  to  Japan's 
mobile  market,  Google  is  in  the  unfa- 


miliar position  of  being  the  underdog 
in  everything  from  maps  to  videos  to 
blogs.  But  not  for  long.  Google  is  work- 
ing with  the  two  top  Japanese  wireless 
operators,  which  have  a  combined  82 
million  subscribers.  In  January  the 
Net  giant  announced  a  partnership  in 
mobile  ads,  search,  e-mail,  photos,  and 
YouTube  videos  with  NTT  DoCoMo, 
the  No.  1  carrier.  And  since  2006, 
Google  and  No.  2  KDDI  have  cooper- 
ated on  text  ads  and  on  developing 
a  better  mobile  search  engine.  "Our 
fundamental  strategy  is  to  take  ideas 
from  Japan  and  apply  them  to  other 
markets,"  says  Emmanuel  Sauquet, 
who  oversees  Google's  relations  with 
mobile  carriers  in  Asia. 

That's  why  users  of  Google's  Gmail 
service  will  soon  be  able  to  include 
"emoji"  in  their  messages.  These 
small,  animated  cartoons  and  emoti- 
cons  are  a  big  part  of  how  Japanese 
communicate  in  text  messages  and 
mobile  e-mails.  On  Jan.  28,  Google  an- 
nounced on  its  Japanese  blog  that  users 
of  mobile  Gmail  will  be  able  to  choose 
from  600  of  them,  first  in  Japan  and 
later  in  other  countries. 

The  job  of  overseeing  Google's  mo- 
bile lab  in  Japan  falls  to  Tokusei.  Born 
and  raised  in  Tokyo,  he  moved  to  Boston 
in  the  mid-1980s  while  still  in  high 
school  because  he  felt  he  "had  no  future 
in  Japan."  After  undergraduate  studies 


at  Cornell,  Tokusei  got  a 
master's  in  computer  sci 
ence  from  Stanford,  thei 
worked  at  several  SiHcor 
Valley  tech  startups.  Five 
years  ago,  he  landed  a 
job  with  Google.  The  39- 
year-old  speaks  at  a  ma- 
chine-gun pace,  switchi 
effortlessly  between 
Japanese  and  English,  ar 
shuttles  between  Googh 
headquarters  in  Moun- 
tain View,  Calif. ,  and  As 
about  20  times  a  year. 
To  figure  out  what 
mobile  Web  surfers  like 
the  company  relies  on 
user  experience  groups, 
UXinGoogle-ese.Doze 
of  participants  are  givei 
phones  with  Net  access 
and  asked  to  complete 
simple  tasks,  either  in  a  company  lab; 
out  on  the  streets  of  Tokyo.  "We'll  te- 
them:  'Find  me  a  restaurant  for  tonif 
in  Shibuya,'  and  we  just  watch,"  says 
Sauquet.  At  other  times,  Google  con 
ducts  what  it  calls  1%  tests,  in  which 
a  small  portion  of  users  see  different 


PLAYBOOK: 

BEST  PRACTICE  ideas; 

What  Google  is  learning  from  Japar  | 
cell-phone  users 


Questions  First  Asking  users 
what  they  want  to  find  can  cut 
down  on  the  typing  they  must  do. 

Beyond  Location  It's  not  just 
those  on  the  go  who  use  mobile 
search.  Couch  potatoes  do  it,  too. 

Picture  This  Mobile  surfers  like 
to  see  images,  not  just  text-heavy 
sites  formatted  for  tiny  screens. 

I'm  Right  Here!  Letting  users  set 
a  default  location  for  mobile 
search  makes  queries  faster. 

Simple  and  Speedy  Controls  on 
mobile  maps  should  let  users 
zoom  in  and  out  quickly  and  easily. 


BUSINESSWEEK  I  FEBRUARY  25,  2008 


>  >  > 


The  search  for  better  tasting  foods  is  a  never-ending  pursuit 
for  food  companies.  Their  quest  often  brings  them  to  Grasse, 
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around  the  world.  Here,  flavorists  team  with  application  and 
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food  and  beverage  companies  their  proprietary  recipes. 
It's  both  art  and  science.  And  though  we  work  with  thousands 
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layouts,  fonts,  and  other  features  on 
Google  pages. 

The  aim  is  to  determine  what 
changes  make  the  service  easier  to  use. 
For  instance,  Google  has  found  that 
letting  users  choose  a  default  neigh- 
borhood can  make  their  search  queries 
faster.  And  while  Americans  raved 
when  Google  launched  a  mobile  ver- 
sion ofmapslast  August ,  the  Japane  se 
panned  it  for  being  too  slow  and  hard 
to  navigate.  So  maps  now  load  faster 
and  feature  arrows  along  each  side  that 
make  it  easier  to  change  the  map  view. 
Says  software  engineer  Ken  Wakasa: 
"People's  expectations  are  very  high 
here  compared  to  other  regions.  That's 
why  we  get  good  feedback." 

Another  lesson:  The  information 
people  are  looking  for  can  change  with 
the  season  or  news  events.  Last  July, 
the  mobile  search  site  was  flooded 
with  queries  immediately  after  strong 
earthquakes  rattled  northern  Japan,  so 
the  company  now  automatically  posts 
links  to  news  sites  when  quakes  strike. 
And  during  the  yearend  hoHdays,  when 
Japanese  send  New  Year's  greeting 


cards,  Google  makes  postal  code  data  a 
cinch  to  iind.  "There's  a  lot  of  trial  and 
error,"  says  Tokusei.  "I'm  always  think- 
ing to  myself:  'There's  gotta  be  a  better 
way  to  do  this.'" 
The  ultimate  test  is  whether  a  service 


Just  a  Moment... 

Billionaires  and  Third  World  vil- 
lagers may  not  have  a  lot  in  com- 
mon, but  they  do  share  one  trait: 
Someone  else  answers  their  cell- 
phone calls,  New  Media  Age 
reported  on  Jan.  25.  While  the 
reasons  may  differ — the  rich  don't 
want  to  bother,  and  the  poor  may 
not  know  how  to  use  a  phone — 
"from  a  design  point  of  view,  it's  no 
different— someone  performs  the 
task  for  you,"  says  Nokia  anthro- 
pologist Jan  Chipchase.  Insights 
such  as  those  have  helped  Nokia 
tailor  its  phones  to  users'  needs. 
Chipchase  has  studied  handset 
use  from  Africa's  roadside  repair 
shops  to  his  home  base  of  Tokyo. 


t 
helps  users  find  what  they're  looking 
for  in  the  smallest  possible  number 
of  clicks.  That's  how  Tokusei's  team 
decided  to  do  away  with  the  options 
for  searching  images,  news,  shopping  ^ 
and  other  services  that  PC  users  see  o 
Google.  Data  showed  that  when  peop' 
search  for  TV  shows,  pro  athletes,  Ho 
lywood  stars,  or  pop  singers,  they're 
often  looking  for  photos.  Now  when 
you  do  a  Google  mobile  search  for  Se- 
attle Mariner  outfielder  Ichiro  Suzuki 
it  assumes  you  might  be  interested  in 
images,  so  they  appear  automatically 
Tokusei  hopes  to  make  getting  info 
mation  on  a  phone  nearly  as  easy  as  o: 
PC.  The  biggest  hurdle:  the  complexi 
of  handsets.  Instead  of  just  two  domi 
nant  operating  systems,  as  with  PCs, 
there  are  hundreds  of  versions  of  pho 
software.  And  some  models  sport  bul 
tons  that  let  users  jump  around  a  Wet 
page,  while  others  rely  on  a  jog  dial  oi 
pointer  like  a  mouse.  "There  will  alw; 
be  more  you  can  do  on  a  desktop  PC 
than  you  can  on  a  mobile  device,"  say ' 
Tokusei.  "But  that's  part  of  what  mal 
this  job  interesting."  i  BW  i 
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IP'S  Hurd  Is  About 
b  Be  Tested 

ter  a  sterling  three -year  run,  the  company's  CEO 
:es  a  weaker  PC  market  and  a  stronger  Dell 


.ouise  Lee 

hannon  Reid  has  been  a  fan  of  Mark 
[urd  ever  since  Hurd  took  over  as 
f  executive  at  Hewlett  -  Packard 
e  years  ago.  But  last  month,  the 
foUo  manager  at  the  Evergreen 
tegic  Growth  fund  cut  back  on  his 
I's  holdings  in  HP.  He  trimmed  the 
e  at  the  end  of  December  from  3.3% 
is  fund,  or  651,470  shares,  to  2.9%, 
mse  of  concerns  over  how  Hurd 
fare  in  the  year  ahead.  "There's  no 
^tion  that  [2008]  will  be  his  most 
lenging  year,"  says  Reid. 
urd  took  over  HP  in  March,  2005,  at 
multuous  time.  The  company  had 


struggled  under  his  predecessor,  Car- 
leton  S.  Fiorina,  and  she  was  ultimately 
dismissed  after  clashing  with  the  board 
over  how  to  improve  HP's  performance. 
Hurd  moved  quickly  to  quell  the  drama 
and  put  the  tech  giant  back  on  track.  He 
cut  costs  and  got  operations  humming, 
helping  the  company  boost  profits  by 
17%  last  year,  to  $7.3  billion,  as  reve- 
nues rose  14%,  to 
$104  billion.  From 
the  day  Hurd 
was  named  chief 
executive  until 
the  end  of  2007, 
HP's  stock  surged 


132%,  about  five  times  the 
return  of  the  Standard  & 
Poor's  500-stock  index. 
The  reasons  this  year 
could  prove  so  tough  for 
Hurd  are  adding  up.  Tech 
spending  is  slowing  amid 
an  economic  downturn  in 
the  U.S.  and  other  coun- 
tries. Archrival  Dell  looks 
to  be  regaining  its  footing 
after  stumbling  badly  in 
recent  years,  making  it 
tougher  to  pick  up  share 
in  key  markets.  And  Hurd 
has  fewer  opportunities  to 
boost  margins  and  profits 
because  of  the  cost  cuts 
and  operational  improve  - 
ments  he  has  already 
undertaken.  "He  has  done 
a  good  job  in  his  first  few 
years,"  says  Reid,  whose 
fund  is  part  of  Wachovia 's 
Evergreen  Investments, 
with  $284  billion  under 
management.  "You  al- 
ways take  on  the  easier  tasks  first,  so  it's 
going  to  get  harder." 

Hurd's  operational  strength  may 
take  HP  only  so  far.  This  year  he'll  be 
under  pressure  to  demonstrate  that  he 
can  also  be  a  visionary  leader,  capable 
of  picking  out  the  technology  trends 
that  will  lead  to  strong  growth  op- 
portunities in  the  future.  "The  first 
three  years  of  his  tenure  have  been 
about  profit  growth  through  cost  -     • 
cutting  and  restructuring  and  raising 
efficiencies,"  says  Frank  Gillett,  analyst 
at  Forrester  Research.  "HP  is  entering 
a  phase  where  it  needs  to  get  future 
profit  growth  from  sales  growth  and 
not  cost -cutting." 

Plenty  of  investors  are  keeping  their 
HP  shares,  even  adding  to  them,  but  a 
few,  like  Reid,  are  cutting  back.  Among 
those  that  sold  all  or  substantial  chunks 
of  their  holdings  in  the  fourth  quarter 
are  Goldman  Sachs,  Capital  Research 
&  Management,  Iridian  Asset  Manage- 


Mark  Hurd  put  the  tech  giant  back  on 
top  with  deft  cost-cutting  and  a  flair  for 
operations.  Now,  he  needs  the  Vision  Thing 
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ment,  and  Berkeley  Capital,  according 
to  filings  with  the  Securities  &  Ex- 
change Commission.  All  four  declined 
to  comment  for  this  story. 

The  first  evidence  of  HP's  perfor- 
mance will  come  on  Feb.  19,  when  the 
company  reports  results  for  its  first 
fiscal  quarter.  Analysts  expect  HP  to 
boost  net  income  by  35%,  to  $2.1  bil- 
lion, on  a  10%  increase  in  revenues,  to 
$27. 5  billion.  In  the  wake  of  tepid  fore  - 
casts  from  bellwethers  such  as  Cisco 
Systems,  investors  will  be  watching 
closely  for  any  sign  that  Hurd  sees  a 
slowdown  ahead.  Already,  HP  shares 
have  shd  11.3%  this  year,  compared 
with  the  6.9%  drop  in  the  S&P  500. 

"A  HIGH  DEGREE  OF  CONVICTION" 
HP  declined  to  make  executives 
available  to  comment  for  this  story 
because  of  the  upcoming  earnings 
announcement.  But  in  an  interview 
in  December,  Hurd  made  it  clear  that 
he's  determined  to  keep  the  pipeline 
stocked  with  promising  new  products 
and  services.  He's  investing  in  new 
innovations  in  the  company's  core  PC, 
printer,  and  enterprise  businesses, 
and  he  sees  genuine  opportunities  in 
completely  new  fields.  "We're  living 
through  a  time  frame  when  the  explo- 
sion of  digital  content  is  significant,  so 
it  presents  growth  opportunities  for 
HP,"  Hurd  said.  "It  sets  the  long-term 
course  for  the  company.  We're  getting 


Despite  the  challenges  Hurd  faces  in  2008, 
he  still  has  a  host  of  fans  on  Wall  Street, 
where  analysts  remain  predominantly  bullish 


ourselves  in  the  position  to  take  advan- 
tage of  that  opportunity." 

There  are  plenty  of  true  believers, 
particularly  on  Wall  Street,  where  ana- 
lysts are  almost  universally  bullish.  On 
Jan.  10,  analyst  Bill  Shope  of  JPMorgan 
Chase  said  the  pullback  in  HP  shares 
is  "an  exceptionally  attractive  entry 
point  for  investors."  Vincent  Benedetti 
Jr.,  investment  analyst  for  the  New 
Jersey  Division  of  Investment,  which 
holds  about  4.2  million  HP  shares,  says 
he  is  considering  loading  up  on  more. 
"I  have  a  high  degree  of  conviction 
[about  HP],"  he  says. 

The  question  is  whether  Hurd  will 
live  up  to  expectations.  After  14%  reve- 
nue growth  in  fiscal  2007,  HP  has  already 
said  it's  expecting  revenues  to  rise  6.9% 
this  year,  to  $111.5  bilHon.  Some  analysts 
are  worried  that  HP  won't  even  hit  that 
target.  Kathryn  Huberty  of  Morgan 
Stanley,  who  called  HP  one  of  her  "top 
picks  for  2008"  in  December,  recently 
lowered  her  forecast  for  revenue  growth 
from  the  company- sanctioned  6.9%  to 
4.6%.  She's  concerned  about  chal- 
lenges facing  the  hardware  sector. 

Consider  PCs,  which  accounted  for 


$36.4  billion  of 
HP's  sales  last 
year.  Huberty  ha : 
been  expecting 
Hurd  to  boost  th 
PC  group's  sales 
9.4%  this  year, 
after  25%  growth  last  year.  (Other  ana 
lysts  have  forecast  up  to  15%  growth.) 
Trouble  is,  the  worldwide  PC  market 
is  now  expected  to  grow  just  5.4%,  ac- 
cording to  researcher  IDC .  HP  would 
have  to  boost  sales  at  a  much  greater 
rate  than  rivals  to  meet  the  prediction: 
Hurd  and  his  HP  team  certainly  hop 
to  gain  share.  But  Dell's  revival  could 
make  big  gains  difficult.  Since  Michael 
DeU  returned  as  CEO,  the  PC  maker  he 
been  more  aggressive,  selling  through 
retailers  such  as  Wal-Mart,  for  examp' 
and  investing  in  more  appealing  PC 
designs.  That  helped  DeU  squeak  out  a 
small  gain  in  market  share  in  the  final 
quarter  of  2007,  after  five  quarters  of 
losing  ground.  In  her  more  recent  re- 
search note,  Huberty  lowered  her  fore . 
cast  for  HP's  PC  sales  growth  to  6.4%, 
Morgan  Stanley's  Huberty  still  has  ■ 
HP  as  a  top  stock  pick  for  this  year. 
She  believes  the  company  will  be  mor 
insulated  than  most  of  its  peers  be- 
cause it  gets  more  than  half  of  its  sale/ 
from  overseas  and  very  little  from  the 
troubled  financial-services  sector.  Sti 
for  Hurd  and  his  team,  there  are  big 
challenges  ahead.  iBWi  Jk- 


MARK  KURD'S  HOT  HAND 

Since  taking  Hewlett-Packard's  reins  nearly 
three  years  ago,  CEO  Mark  Hurd  has  gotten 
the  struggling  company  back  on  track— and 
doubled  the  stock  price. 
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Feb.  9,  '05 

Carly  Fiorina  is 
pushed  out  as 
chief  executive 
of  HP 


Mar.  29,  '05 

Mark  Hurd  is 
named  chief 
executive  of  HP 


Dec.  29,  '06 

HP  surpasses 

the  suddenly 
struggling  Dell 
as  the  largest 
company  in 
w/orldwide 
PC  sales 


Nov.  6,  '07 

HP's  stock  hits 
its  highest  level 
since  Hurd's 
arrival 


Nov.  19, '07 

HPannouncej 
results  for  fis(t 
2007:  profits: 
up  17%,  to  $1 
billion,  as  salfj 
rise  1 4%,  to 
$104.3  billior 
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The  naked  eye  sees  ten  good  investments. 
Tie  trained  eye  sees  one. 


''hey  say  a  shrewd  investor  can  spot  a  winner  a  mile  away.  Why  you'd  judge  an  investment  from  a  mile  away  is 
ind  us.  But  you  get  the  point.  The  trained  eye  sees  things  the  untrained  eye  can't.  It's  no  wonder  many  professional 
stors  set  their  sights  on  SPDRs'  from  State  Street.  Our  ETFs  are  precisely  designed  to  match  your  investments 
our  investment  strategy.  International.  Fixed  Income.  Real  Estate.  Whatever  the  market  segment,  you  get  exactly 
t's  on  the  label.  Nothing  more.  Nothing  less.  If  you'd  like  to  take  a  closer  look  at  our  ETFs,  visit  spdretfs.com. 
'  out  why  we're  becoming  the  apple  of  the  experienced  investor's  eye. 


State  Street  Global  Advisors 

Precise  in  a  world  that  isn't" 

I_  _  amsmmrn    Before  investing,  consider  the  funds'  investment  objectives,  risks, 

^XAXl-*'  ^XI^PT^X         "^       charges  and  expenses.  To  obtain  a  prospectus,  which  contains  this 
^irvil.  lJIIVLL.1.       Awm,v^    information,  call  1.866.787.2257.  Read  it  carefully. 

!uch  as  SPDRs!'''  MidCap  SPDHs/'  and  Diamonds"-'  trade  like  stods,  are  subject  to  investment  ask  and  will  fluctuate  In  market  value.  There  is  no  assurance  or 
nee  an  ETF  will  meet  its  objective.  SPDR  shares.  MidCap  SPDRs,  and  Diamonds  are  issued  by  SPDR  Trust,  MidCap  SPDR  Trust,  and  Diamonds  Trust  respectively. 
5PDR"  trademark  is  used  under  license  from  The  McGraw-Hill  Companies,  Inc.  ("McGraw-Hill").  No  financial  product  offered  by  State  Street 
I  Advisors,  a  division  of -State  Street  Bank  and  Trust  Company,  or  its  affiliates  is  sponsored,  endorsed,  sold  or  promoted  by  McGraw-Hill, 
utor  State  Street  Global  Markets.  LLC,  member  FINRA,  SIPC,  a  wholly  owned  subsidiary  of  State  Street  Corporation.  References  to  State  Street  may 
b  State  Street  Corporation  and  its  affiliates.  Certain  State  Street  affiliates  provide  services  and  receive  fees  from  the  SPDR  ETFs.  ALPS  Distributors, 
registered  broker-dealer,  is  distributor  for  SPDR  shares,  MidCap  SPDRs  and  Dow  Diamonds,  all  unit  investment  trusts  and  Select  Sector  SPDRs. 
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BANKING 


More  Muscle 
For  Risk  Managers 

Banks  are  rethinking  a  flawed  system  that 
failed  to  give  internal  watchdogs  enough  clout 


By  Jessica  Silver-Greenberg 

Subprime  losses  hitting  the  painful 
$100  bilHon  mark  have  focused  Wall 
Street's  best  minds  on  the  dangers  of 
excess.  The  result  is  new  thinking  about 
the  role  of  risk  managers.  Till  now, 
most  have  been  midlevel  functionaries 
powerless  to  curb  the  reckless  tenden- 
cies that  got  the  Street  into  this  mess. 

At  the  biggest  banks,  change  is  under 
way.  John  Thain,  the  new  CEO  of  Mer- 
rill Lynch,  has  created  two  high-prolile 
risk-management  positions  reporting 
directly  to  him.  Morgan  Stanley  has 
named  a  new  chief  risk  officer,  Thomas 
Daula,  who  answers  to  the  chief 
financial  officer.  Citigroup's  freshly 
minted  CEO,  Vikram  Pandit,  vows  he'll 
be  a  "hands-on  participant"  in  risk 
management.  In  the  past,  "banks  have 
seen  risk  management  as  an  industrial 
process  where  you  have  the  machine, 
you  have  the  data,  and  then  you  crank 
the  handle,"  says  Alan  Mclntyre,  a 
managing  director  at  consultant  Oliver 
Wyman.  "There's  been  no  judgment." 

It's  not  as  if  banks  didn't  have  people 
and  procedures  in  place  before.  Nearly 
every  Wall  Street  firm  had  an  executive 
in  charge  of  risk  management  when  the 
subprime  crisis  hit.  And  after  Enron's 
misdeeds,  financial  companies  spent 
billions  ensuring  that  their  books  met 
new  compHance  standards.  According 
to  Deloitte  &  Touche,  costs  in  this  area 
grew  159%  from  2002  to  2006  -rising 
faster  than  profits  in  some  cases. 

Still,  the  mortgage  implosion  and 
the  startling  damage  caused  by  a  rogue 
trader  at  Paris -based  Societe  Generale 
have  put  a  spotlight  on  risk  managers' 
shortcomings.  Most  simply  haven't 


had  the  wide-angle  view  of  their  com- 
panies to  keep  high -wire  behavior  in 
check.  Many,  in  fact,  were  walled  off  in 
single  departments  like  trading.  "With 
so  many  entities  taking  risk,  you  need 
to  have  one  group  looking  at  it  from  a 
macro  level,"  says  Robert  Kapito,  presi- 
dent of  BlackRock,  who  oversees  risk 
at  the  money  manager.  "Wall  Street  is 
waking  up  to  that." 

A  PLACE  AT  THE  TABLE 

Lack  of  clout  was  another  problem. 
Risk  managers  usually  reported  to  the 
head  of  trading  and  had  hmited  access 
to  CEOs  and  board  members  who  could 
cool  combustible  operations  once  they 
were  discovered.  The  hope  now  is  that 
at  Morgan  and  other  banks  where  risk 
managers  have  risen  to  the  C- suite, 


the  new  prominence  will  translate  intc 
more  authority.  "The  chief  risk  officer 
needs  to  be  given  a  seat  at  the  table," 
says  J.H.  Caldwell,  a  Deloitte  partner. 

Just  a  few  months  into  their  jobs, 
the  new  risk  cops  are  still  getting 
settled.  But  already  changes  in  banks' 
risk  operations  are  emerging.  For  one, 
they're  paying  up  for  the  position.  Ac- 
cording to  Alan  D.  Hilliker,  a  partner 
at  executive  search  firm  Egon  Zehnder 
International,  the  going  rate  for  top  ris 
managers  two  years  ago  ran  from  $2 
milUon  to  $2.5  miUion.  Today  the  salar 
is  twice  that. 

At  Merrill,  Thain 
insists  on  holding 
weekly  risk -man- 
agement meetings 
with  his  two  new  risl: 
officers  as  well  as  thf 
heads  of  the  fixed 
income  and  equity 
businesses.  In  No- 
vember, Citigroup'S! 
Pandit  set  up  an  ad- 
visory committee  of  1 
senior  executives  th 
focuses  on  strength 
ening  risk  protocols 

As  they  rethink 
risk,  many  chastene. 
banks  are  looking 
to  the  operations  of 
Goldman  Sachs  ancil 
BlackRock,  which 
avoided  the  big  lossi  ^ 
At  Goldman,  risk  pr 
routinely  rotate  between  jobs  on  the 
trading  floor  and  managing  risk.  Witl 
a  better  read  on  the  gathering  instabi 
ity  in  the  mortgage  markets,  Goldmai 
traders  flagged  their  concerns  to  the 
firm's  top  executives.  The  Wall  Streef 
giant  ultimately  placed  hugely  profit  v 
able  bets  against  subprime  securities? 

BlackRock,  meanwhile,  had  tech-  \  fC 
nology  that  X-rayed  complex  col- 
lateralized debt  obligations,  exposing 
flaws  in  the  underlying  mortgages 
The  money  manager  largely  exited  tl  1  jb 
risky  securities  two  years  ago,  limit-' 
ing  losses  when  the  subprime  mess 
hit.  "It's  not  that  we  don't  take  risk," 
says  BlackRock's  Kapito.  "It's  that  w 
understand  risk."  iBWi 
-With  Mara  Der  Hovanesian  in 
New  York 
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TAKEOVERS 


Tata:  Master  of 
The  Gentle  Approach 

The  Indian  giant  has  found  a  way  to  acquire 
companies  across  the  globe— and  still  tread  lightly 


By  Manjeet  Kripalani 
Ravi  Kant  was  shocked.  As  head  of 
commercial  vehicles  at  India's  Tata 
Motors,  Kant  had  traveled  to  the  Ko- 
rean port  city  of  Gunsan  to  examine  the 
failing  Daewoo  conglomerate's  truck 
division,  which  was  being  auctioned. 
When  Kant  asked  a  midlevel  Daewoo 
manager  which  bidder  he  preferred, 
the  Korean  replied  that  a  European 
suitor  would  best  secure  his  company's 
future.  "I  realized  we  had  to  change  our 
entire  strategy,"  Kant  recalls,  "and  tell 
the  Koreans  what  Tata  was  about." 

Kant  quickly  put  together  a  massive 
public -relations  effort:  Tata  execu- 
tives were  enrolled  in  Korean  language 
classes,  company  brochures  were 


translated  into  Korean,  and  Tata  began 
making  presentations  to  employees, 
the  local  auto  association  chief,  the 
mayor  of  Gunsan,  officials  in  Seoul, 
even  Korea's  Prime  Minister.  If  Tata 
were  chosen,  Kant's  team  explained,  it 
would  preserve  jobs,  build  Daewoo  into 
a  major  exporter,  and  blend  the  outfit 
seamlessly  with  the  parent  company. 
"Tata  had  done  its  homework  in  ev- 
erything needed  to  do  business  here," 
says  Chae  Kwang  Ok,  chief  executive 
of  Tata  Daewoo.  The  Indians  won  the 
auction,  paying  $102  million. 

Americans  often  associate  takeovers 
with  layoffs  and  factory  closings.  Tata, 
India's  premier  industrial  group,  with 
an  expected  $50  billion  in  sales  this 


year,  has  a  different  way  to  merge— 
more  strategic  partner  than  vulture 
capitalist.  It  has  applied  this  approae 
to  $18  billion  in  overseas  deals  since 
2000,  when  it  acquired  Tetley  Tea  for 
$400  million.  After  buying  British  an 
Italian  engineering  and  design  house 
tony  American  hotels,  Asian  and 
European  steelmakers,  and  software 
companies  around  the  globe,  Tata  no 
has  333,000  employees  worldwide, 
26%  of  them  outside  India.  In  the 
latest  move,  Tata  Chemicals  on  Jan.  3 
bought  Wyoming's  General  Chemica 
Industrial  Products,  a  leading  produc 
of  soda  ash.  And  Tata 
is  the  front-runner  in 
the  bidding  to  buy  For 
Motor's  Jaguar -Rover 
operations  for  an  esti- 
mated $1  billion. 

In  all  its  deals,  Tata 
has  been  careful  to 
signal  its  respect  for 
workers.  While  it 
chooses  its  targets 
carefully  and  doesn't  'I 
doalotofbottom-fisll 
ing,  Tata  is  nonethelenj 
unusual  in  that  it  hasr 
laid  off  any  workers  01  j 
shuttered  any  facilitieij 
following  its  overseas  1 
acquisitions  (though  ij 
has  had  layoffs  at  horr[| 
in  the  past  decade). 
"Tata  buys  companie.'-l 
overseas  not  to  reduci  | 
costs  but  to  improve 
[its  own]  capabilities,] 
says  Arun  Maira,  Boston  Consulting  j 
Group's  chairman  in  India.  And  Tata 
Indian  background  has  given  it  plent  j 
of  experience  in  managing  a  diverse 
workforce.  Its  employees  in  India  co  | 
from  various  castes,  religions,  and 
ethnic  origins  and  speak  any  of  doze  | 
of  languages  or  dialects. 

With  its  overseas  acquisitions,  Tal 
typically  leaves  executives  in  place. 
Instead  of  dispatching  legions  of 
Indians  to  the  new  company,  Tata  se  I 
up  a  joint  management  board,  whicl 
decides  on  issues  ranging  from  grow  j 
targets  to  the  development  of  new 
talent.  Working  groups  find  commo!  I 
goals,  and  managers  of  the  acquired 
company  are  asked  to  help  smooth  c  I 
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The  Pinnacle  of  B2B  Creative 


ter  the  2008  ACE  Awards,  B2B 
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omissions  due  by  April  4,  2008 
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al  thanks  to  our  sponsors: ' 
Magazine,  BusinessWeelfc; 


any  cultural  differences.  This  approach 
takes  time,  says  Philippe  Varin,  chief 
executive  of  Corus,  which  Tata  Steel 
bought  for  $12  biUion  last  year.  But  it 
allows  Tata  to  stay  focused  on  bigger 
strategic  issues  "without  sweating  the 
small  stuff,"  Varin  says. 

At  Daewoo,  Tata  knew  not  to  act 
like  an  occupation  force.  The  com- 
pany formed  a  joint  board  of  directors, 
and  Daewoo  CEO  Chae  was  given  the 
freedom  to  keep  running  the  business 
his  way.  Kant  wanted  two  Tata  execu- 
tives to  act  as  advisers.  Chae  welcomed 
them  but  insisted  on  incorporating 
them  into  his  management  team,  with 
one  caveat  for  the  Indians:  They  had 
to  shave  their  mustaches,  as  Koreans 
preferred  a  "clean"  look. 

The  Indians  helped  devise  a  strat- 
egy to  expand  Daewoo's  product  hne 
and  boost  exports.  "It's  turned  out  to 
be  a  win- win  situation,"  says  Choi  Jai 
Choon,  a  union  leader  there.  While 
the  company  had  been  largely  focused 
on  its  domestic  market,  the  new  Tata 
Daewoo  accounts  for  two -thirds  of 
Korea's  heavy  truck  exports,  up  from 
20%  three  years  ago.  Sales  are  expected 
to  hit  $670  million  for  the  year  ending 
in  March— more  than  double  their  level 
before  the  takeover.  That  success,  says 
Kim  Ki  Chan,  an  auto  industry  special- 
ist at  the  Cathohc  University  of  Korea, 
can  be  attributed  to  Tata's  capital 
injection  of  $176  million,  as  well  as  its 
hands -off  approach  to  the  company. 
"It  would  have  been  difficult  to  find  a 
better  suitor  than  Tata,"  says  Kim. 

Tata's  unique  shareholder  structure 
makes  it  easier  for  the  group  to  tread 
hghtly.  Since  its  founding  in  1868, 
Tata  has  been  controlled  by  charitable 
trusts.  Today,  they  own  66%  of  parent 
Tata  Sons'  shares  and  aren't  as  focused 
on  short-term  gains  as  most  investors. 
The  trusts,  says  R.K.  Krishna  Kumar, 
a  director  with  Tata  Sons,  have  long 
insulated  employees  "from  the  greed 
that  is  sweeping  the  corporate  world." 
As  the  company  gets  more  deeply 
enmeshed  in  the  global  economy,  that 
gentility  will  be  put  to  the  test.  Says 
Harvard  Business  School  professor  Ta- 
run  Khanna:  "There's  a  different  kind 
of  rough-and-tumble  to  competitive 
pressures  outside  of  India."  iBWi 
-With  Moon  Ihlwan  in  Gunsan 
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The  Blogging  Czar 
Of  Moscow 


How  American  Andrew  Paulson  is  building 
a  growing  Internet  empire  in  Russia 
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By  Jason  Bush 

Andrew  Paulson  has  a  knack  for  spin- 
ning chance  encounters  with  the  rich 
and  famous  into  business  opportuni- 
ties. In  the  late  '80s  the  New  Haven 
native  carved  out  a  career  as  a  fashion 
photographer  after  rubbing  elbows 
with  designers  and  models  at  parties 
in  Paris.  In  1993,  Paulson  was  invited 
to  Moscow  for  a  shindig  put  on  by 
Russian  baritone  Dmitri  Hvorostovsky, 
where  he  met  the  editor  of  a  local  busi- 


i  ^1 
ness  magazine.  Shortly  thereafter  hai  ^^ 

moved  to  Moscow  to  run  the  monthl 
for  its  Ftench  publisher.  Then,  in  20(>  te 
Paulson  ran  into  reclusive  Russian     '•"* 
banker  Alexander  Mamut  at  a  Moscc 
dinner.  The  two  got  to  talking  over 
the  meal,  and  soon  Mamut  agreed  to'i 
bankroll  an  Internet  venture  Paulsori 
was  hoping  to  launch. 

Together  the  pair  founded  a  com- 
pany called  SUP-Fabrik  with  an  eye 
toward  assembling  a  network  of  onlii 
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l*el 
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inesses.  In  December,  SUP  scored 
up  when  it  bought  Live  Journal,  a 
;ging  and  social  networking  Web 
ownedby  Six  Apart,  aSanFran- 

0  software  developer— the  larg- 
•ever  takeover  of  a  U.S.  Net  outfit 

1  Russian  company.  Moscow  media 
jrts  say  SUP  paid  about  $30  mil- 
for  Live  Journal,  although  Paulson 
lines  to  disclose  the  figures. 

/hy  the  interest  ?  Live  Journal  is  a  bit 
^er  in  the  U.  S. ,  with  about  3  million 
rs  there,  compared  with  industry 
ler  Blogger's  35  million.  But  in  Rus- 
.t  was  the  No. 4  Web  site  overall  and 
tops  in  blogging, 
with  8  million 
unique  visitors 
monthly.  Today, 
^   ^^^HH       the  term  "zhe- 
^^^^^^"       zhe"  (short  for 
^^L  "ZhivoyZhurnai;' 

^^■^  or  "Live Journal" 

^^^^t         in  Russian)  is  a 
^^P^H       synonym  f  or  blog . 
^r^  ^H       "Thefourth-larg- 
^       est  site  in  Russia 
^jj       belonged  to  a 
^H       company  in  San 
^1       Francisco  that  had 
*  ^S       done  nothing  to 

^tf^^^i^       bring  this  level 
of  prominence," 
says  Paulson,  49. 
"They  really  had 
no  idea  how  it  got 
there." 

Paulson  discov- 
ered Live  Journal's 
Russian  popu- 
larity in  2006. 
That  October,  he 
signed  a  licens- 
ing agreement  to 
manage  the  site's 
Russian-language 
pages.  Under 
Paulson  and  SUP, 
visitors  in  Russia 
jumped  by  80% 
last  year.  This 
he  predicts,  they  will  climb  an 
tional  60%.  Paulson  doesn't  rule 
nore  acquisitions,  but  he  hopes  to 
livejournal  to  attract  users  to  SUP's 
r  ventures,  such  as  sports  site 
iipionat.ru. 
rst,  though,  SUP's  president  will 


I  I 


son  used  the 
eeds  from  the 
of  a  Moscow 
zine  to  make 
on  the  Web 


Russian-language  visitors  to  LiveJournal 
jumped  80%  last  year,  and  Paulson  figures 
many  of  them  will  visit  SUP's  other  sites 


have  to  quell  an  uprising  in  Russia's 
blogosphere.  The  Livejournal  deal 
sparked  outrage  among  many  Rus  - 
sian  users,  who  thought  they  smelled 
a  Kremlin  plot  to  silence  debate  in 
advance  of  presidential  elections  on 
Mar.  2.  With  Livejournal  headquar- 
tered in  Moscow,  bloggers  say,  it  will  be 
easier  for  the  security  services  to  keep 
tabs  on  political  malcontents.  "Live- 
Journal. .  .is  the  only  platform  for  free 
speech  in  Russia,"  so  the  Kremlin  "had 
something  to  fear,"  a  blogger  who  uses 
the  handle  "halph"  wrote.  But  Paulson 
brushes  aside  such  concerns.  "Judge 
us  by  our  actions,"  he  says.  Since  SUP 
took  over  the  Russian  pages,  "we've 
had  no  problems." 

Paulson  oversees  his  growing 
empire  from  a  penthouse  office  with 
panoramic  views  in  Moscow's  Smo- 
lenskaya  district.  Stepping  out  of  the 
elevator  into  the  15th -floor  lobby,  the 
first  thing  you  see  is  an  Andy  War- 
hol print  of  a  Campbell's  soup  can,  a 
play  on  the  company's  name.  (SUP, 
which  stands  for  Single  User  Portal, 
is  also  the  Russian  word  for  "soup.") 
The  son  of  a  Johns  Hopkins  Univer- 
sity literature  professor,  Paulson 
graduated  from  Yale  with  a  degree  in 
French  literature  in  1981.  "Everybody 
started  going  to  business  school  and 
law  school  chasing  vast  fortunes  in 
various  stock  market  ups  and  downs," 
he  says  disdainfully.  That  wasn't  the 
life  for  Paulson,  who  instead  escaped 
to  Paris  to  write  novels.  (He  was  "far 
too  shy"  to  publish  them.)  He  paid 
the  bills  by  returning  to  New  York  for 
three  months  a  year  to  work  100 -hour 
weeks  as  a  typist  at  law  firms. 

After  breaking  into  the  fashion 
world,  taking  photos  for  the  likes  of 
Yves  Saint  Laurent  and  Paco  Rabanne, 
in  1992  he  founded  an  ad  agency  that 
he  called  Pourriture  Noble,  or  Noble 
Rot.  Then  in  1994,  after  moving  to 
Moscow  to  run  D^\ov\y^  Ludi,  Russia's 
first  full- color  business  magazine,  he 
launched  business  and  entertainment 


publications  of 
his  own  that  all 
quickly  failed. 
It  wasn't  until 
1999  that  he  got 
the  formula 
right  with  A/isha 
(Notice),  a  biweekly  guide  to  Moscow's 
cultural  life.  The  timing  was  perfect. 
Nightlife  in  Moscow  was  taking  off  as 
the  country  emerged  from  an  econom- 
ic crisis,  and  A/isha  quickly  became  the 
best-selling  magazine  in  Russia.  Paul- 
son sold  A/isha  in  2005  to  Prof- Media, 
a  publisher  owned  by  metals  magnate 
Vladimir  Potanin. 

With  the  proceeds,  he  decided  to 
start  some  sort  of  online  venture.  He 
didn't  know  exactly  what  he  wanted  to 
do  but  saw  that  the  Russian  Internet 
was  "growing  at  an  incredible  rate 
based  on  two  things:  broadband  pen- 
etration and  the  possibility  to  make 
real  money,  a  solid  business."  But  why 
gobble  up  the  rest  of  Livejournal,  as 
SUP  did,  including  its  U.S.  portion? 
In  part,  Paulson  was  worried  that  Six 
Apart  might  sell  Livejournal.  A  new 
owner,  he  figured,  could  complicate 
the  lucrative  deal  SUP  had  managing 
the  site's  Russian  pages.  But  just  as 
important,  Paulson  believed,  SUP  had 
a  global  perspective  that  would  help  it 
expand  the  site  into  other  countries. 
"Silicon  Valley,"  he  says,  "is  ignoring 
the  rest  of  the  world."  1 BW 1 


LINKS 


The  Wired  Proletariat 

In  the  runup  to  Russia's 
presidential  elections  in  March, 
bloggers  are  providing  one  of  the 
few  alternatives  to  the  Kremlin- 
controlled  mainstream  media, 
Anna  Arutunyan  writes  in  the  U.S. 
weekly  The  Nation.  Blogging,  she 
says,  is  fast  replacing  the  intense 
kitchen-table  debates  of  the 
Soviet  era  and  may  even  be 
turning  into  a  platform  for 
grassroots  organizing.  Some 
Russian  bloggers,  Arutunyan 
notes,  have  managed  to  get 
thousands  of  readers  into  the 
streets  for  protests. 
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GREEN  POWER 


Smooth  Sailing 
With  Ho  Fuel 

If  you  are  traveling  to  the  U.S. 
Virgin  Islands  in  the  next  few 
months,  you  might  glimpse 
the  latest  in  robotic  boats  —  an 
unmanned  "green"  submers- 
ible that  exploits  heat  variations  in 
ocean  waters  to  glide  under  and  through 
the  waves.  Developed  by  Woods  Hole 
Oceanographic  Institution  and  Webb 
Research,  the  vessel  will  be  traversing 
the  waters  between  St.  Thomas  and  St. 
Croix  for  the  next  six  months. 

Dubbed  a  thermal  glider,  the  craft 
doesn't  require  a  fuel-burning  motor. 
Instead,  it  slowly  bobs  up  and  down 
while  its  wings,  tail  fin,  and  rudder  steer 
it  forward  on  a  zigzagging  path.  In  the 


warm  waters  at  the  ocean's  surface  the 
glider  captures  and  stores  heat  energy. 
Then,  as  it  sinks  into  deeper,  cooler 
water,  it  uses  the  energy  to  push  oil  from 
a  "bladder"  inside  the  hull  to  another 
one  on  the  outside,  changing  the  vessel's 
buoyancy  and  causing  it  to  rise.  Only  on- 
board electronics  such  as  navigation  gear 
need  extra  power  from  alkaline  batteries. 
Woods  Hole  hopes  to  use  a  fleet  of  such 
gliders  to  assess  the  ocean's  response  to 
climate  change. 


CANCER 


Can  Breast  Cancer  Be  Detected  with  Hair  Follicles? 

Mammograms  are  far  from  an  ideal  way  to  detect  breast  cancer.  They  are  uncomfort- 
able, miss  tumors  about  10%  of  the  time,  and  frequently  "find"  tumors  that  don't 
exist.  An  Australian  company  hopes  to  solve  some  of  these  problems  by  examining 
not  the  breast,  but  hair  follicles. 

Sydney-based  Fermiscan  has  built  its  diagnostic  test  upon  a  discovery  that  breast 
tumors  can  cause  minute  changes  in  the  structure  of  a  woman's  hair.  Those  changes, 
Fermiscan  believes,  can  be  detected  by  examining  light  diffracted  from  the  follicle. 
The  company  is  now  testing  the  theory  in  a  2,000 -patient  trial.  It  sends  hair  gathered 
from  doctors'  offices  to  Argonne  National  Laboratory  in  Argonne,  111.,  where  the  fol- 
licles are  analyzed  using  powerful  X-ray  beams  from  a  large  particle  accelerator. 

Fermiscan  claims  earlier  tests  have  shown  its  method  to  be  80%  accurate.  But 
other  scientists  have  yet  to  duplicate  its  results.  What's  more,  the  company  acknowl- 
edges that  its  method  cannot  detect  which  breast  is  cancerous.  "We're  not  trying  to 
rule  out  mammograms,"  says  David  Young,  Fermiscan 's  managing  director.  "We  can 
complement  them."  -Reenafana 


Breast  cancer 
cells  (left)  can 
cause  changes  in 
the  structure  of 
women's  hair 
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HYPERTENSION 


Pacemakers  for 
Blood  Pressure 

About  25%  of  the  72  miUion 
Americans  with  hyperten- 
sion either  can't  be  helped 
by  medication  or  don't  take 
the  pills  they're  prescribed. 
That  leaves  them  at  high  risi 
of  suffering  strokes,  heart 
attacks,  and  kidney  failure. 
CVRx,  a  Minneapolis  startu 
has  come  up  with  a  novel 
approach  to  helping  such 
people:  a  pacemaker-Uke 
device  that  stimulates  the 
body's  own  ability  to  regula 
blood  pressure. 

The  company's  Rheos  Sy5 
tem,  about  the  size  of  a  dec!: 
of  cards,  is  implanted  undei 
the  skin  near  the  collarbone  | 
with  electrodes  extending 


to  the  carotid  artery  in  the 
neck.  Once  activated  by  the  I 
surgeon,  the  device  sends  o  | 
electrical  signals  that  trick 
the  brain  into  thinking  bloc  I 
pressure  is  rising;  the  brain 
then  directs  the  body's  nati 
ral  controls  to  bring  pressui 
back  to  normal.  The  systeir  | 
was  approved  in  Europe  in 
October,  and  CVRx  has  jusi  | 
started  an  18-month,  300- 
patient  trial  in  the  U.S. 
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STEMCELLS 


WE  DISCOVERED  Oi  tlVI  UtLLo 

11  O  IllVIt  lU  Ulul/UVtn  Uu.  Ontario  has  been  home  to  one  breakthrough  discovery 
after  another.  In  1961,  Lasker  Award-winning  scientists  James  Edgar  Till  and  Ernest  Armstrong 
McCulloch  proved  the  existence  of  stem  cells.  Today,  Canada  leads  the  world  in  cancer  research, 
according  to  a  2006  study  by  The  FASEB  Journal.  In  Ontario,  Dr.  Tony  Pawson  has  made  major 
discoveries  in  cell  signaling;  other  Ontario  scientists  have  found  novel  ways  to  treat  cancer  with 
viruses;  and  we've  made  advances  in  imaging  to  improve  mammography,  surgery  and  therapy 
We're  committed  to  even  greater  achievements  in  the  future.  Our  44  universities  and  colleges 
ensure  a  steady  supply  of  graduates  in  science,  mathematics  and  engineenng  every  year.  In  fact 
58%  of  our  workforce  has  a  post-secondary  education  -  the  highest  rate  in  the  industrialized  world 
And  their  potential  is  maximized  by  a  competitive  economy  committed  to  the  commercialization 
of  research  and  innovation,  l+'s  time  to  make  a  major  discovery  of  your  own;  Ontario  There's  no 


better  place  in  the  world  to  do  business. 


Onta^o 

Canada 

2ontario.r,  om/research 
1    800-819-8701 
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Come  On  In:  The 
Water's  Always  Fine 

Hotels  are  racing  to  build  indoor  water  parks,  which 
offer  family  fun  whatever  the  weather 


By  David  Kiley 

The  beaches  at  the  Lake  Erie  resort 
community  of  Sandusky,  Ohio,  are 
empty,  the  marina  is  closed,  and  the 
parks  are  covered  in  snow.  But  the 
Kalahari  resort  in  town  is  packed. 

One  of  three  hotels  in  Sandusky  that 
have  built  indoor  water  parks  to  lure 
off- season  tourists,  the  Kalahari  offers 
four  acres  of  rides  and  one  million  gal- 
lons of  water  under  a  giant  high  -  tech 


plastic  roof  designed  to  allow  visitors  to 
sunbathe.  As  infants  splash  in  a  wading 
pool,  teens  careen  through  a  giant  blue 
plastic  tube  that  is  longer  than  a  foot- 
ball field.  Adults  raft  down  an  artificial 
river  past  waterfalls  and  geysers— that 
is,  the  adults  who  aren't  treating  them- 
selves to  tropical  drinks  at  the  African - 
themed  restaurant. 

One  recent  visitor  was  Cleve- 
land attorney  John  Buchanan,  who 


Warmer  clima 
don't  deter  ( 
Wolf  Resorts, 
which  openec 
park  near  I 


has  traveled  to 
Sandusky  with 
his  wife  and  two 
children  twice 
over  the  past  two 
months  to  go  to  the  water  parks  at  1 1 
Kalahari  resort  and  Great  Wolf  Lodii 
He  plans  to  visit  the  town  two  moren 
times  before  the  winter  is  over.  Thej 
are  "  a  lot  of  weekends  to  kill  betwen 
Thanksgiving  and  Easter  for  an  8-  fj 
11-year-old,"  says  Buchanan. 

Families  like  the  Buchanans  are  d(| 
ing  the  latest  fad  in  the  hotel  indus- 
try: the  construction  of  indoor  wateij 
parks.  Over  the  next  two  years,  neatj) 
100  of  these  complexes  are  schedulnj 
to  be  built,  according  to  William  L. 
Haralson  Associates,  a  hotel  industi'l 
consultancy  based  in  Alto,  N.M.,  th  I 
pubhshes  an  annual  report  on  wateij 
parks.  The  building  boom  will  boos' t 
the  total  number  of  indoor  water  pa ; 
in  America  by  55%,  from  180  to  280 

Putting  up  an  indoor  water  park  ci  I 
about  $20  mUlion  to  $60  million  bes 
the  cost  of  the  hotel,  but  it  pays  for  it 
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^FORMATION  ON  DEMAND  MATTERS. 

/ith  the  acquisition  of  Cognos,  IBM  now  provides  the  most  comDiete  set  of 
nd-to-end  Information  On  Demand  solutions.  Start  using  our  technology  and 
xpertise  to  unlock  the  real  business  value  of  your  information.  Learn  how  at 
>m.com/doing/io&  STOP  TALKING  START  DOING 
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fairly  quickly.  In  June,  Focus  Hospitality 
Services,  a  Valparaiso  (Ind. )  company 
that  owns  40  hotels,  built  a  25,000- 
square-foot  water  park  at  a  Holiday  Inn 
Express  it  owns  in  Dundee,  Mich.  At  the 
time,  Focus  doubled  the  size  of  the  hotel 
to  163  rooms.  Before  the  addition  of  the 
water  park,  the  hotel  generated  about 
$100  per  room  per  night.  The  new, 
larger  version  of  the  hotel  has  the  same 
occupancy  rate  but  generates  $188  per 
room,  according  to  Dean  Morgan,  presi- 
dent of  Focus  Hospitality.  At  Wilder- 
ness Resorts  in  Wisconsin  Dells,  Wis. , 
one  of  the  most  popular  water  parks 
in  the  country,  room  rates  can  reach  as 
high  as  $700  per  night.  Day  rates  for 
non-guests  run  about  $34. 

Although  most  indoor  water  parks 
are  in  the  snow  belt,  more  are  cropping 
up  in  warmer  climates.  Last  summer, 
the  Crowne  Plaza  Resort  in  Asheville, 
N.C.,  opened  a  42, 000 -sq. -ft.  water 
park.  The  Great  Wolf  Resorts,  a  chain 
of  11  hotels  with  indoor  water  parks 
based  in  Madison,  Wis. ,  opened  up 
its  southernmost  location  near  Dallas 
in  June .  An  increasing  number  of  the 
complexes  are  also  opening  next  to 
destination  retailers,  such  as  outdoor 
recreation  store  Cabela's. 

As  indoor  water  parks  become  more 
popular,  they  are  becoming  more 
elaborate.  A  project  that  Kalahari 
Resorts  is  building  in  Fredericksburg, 
Va.,  next  year  will  also  have  bowl- 
ing alleys,  a  spa,  and  miniature  golf. 
"Diversification  is  the  next  big  thing. 
Eventually  everyone  has  to  get  out  of 
the  water,"  says  Todd  Nelson,  CEO  of 
Kalahari  Resorts. 

Fredericksburg  officials  are  hoping 
the  project  will  transform  the  econ- 
omy of  the  Civil  War  battlefield  town 
located  between  Washington,  D.C., 
and  Richmond,  Va.,  along  Interstate 
95.  The  water  park  will  be  125,000 
sq.  ft.,adjacenttoaioo,ooo-sq.-ft. 
conference  center  and  hotel  with  700 
rooms.  The  town's  economic  devel- 
opment director,  Kevin  M.  Gullette, 
predicts  that  the  water  park  will  add 
1,000  new  service  jobs.  "From  what 
we  have  seen  in  other  parks,  this  turns 
us  from  being  a  place  to  get  off  the 
highway  to  a  better  destination  for 
meetings  and  for  families  for  weekend 
and  day  trips,"  says  Gullette.  1 BW  i 
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The  iSommelier 

Will  Take  Your  Order  , 

1 

Touch -screen  tabletops  v\^ith  interactive  menus  are  f, 
coming  to  wine  bars  and  restaurants  near  you 


By  Spencer  E.  Ante 

David  Rockwell,  the  affable  designer 
of  the  hip  W  Hotels,  strolls  around  the 
floor  of  the  new,  wine-themed  Adour 
Alain  Ducasse  restaurant  in  New 
York's  tony  St.  Regis  Hotel.  He  stops, 
zeroing  in  on  Adour's  centerpiece: 
a  wine  bar  with  a 
touch-sensitive 
surface,  similar  to  a 
giant  iPhone  screen. 

Using  their  fingers, 
guests  place  orders 
and  browse  infor- 
mation on  avail- 
able vintages,  and  a 
sommelier  delivers 
them.  "We  are  trying 
to  make  wine  ap- 
proachable, but  not 
dumb  it  down,"  says 
Rockwell. 

Adour's  wine  director,  Thomas 
Combescot,  runs  his  hands  over  the 
bar's  smooth,  stretched-goatskin 
surface.  He  touches  the  bar  top  and 
a  digitized  menu  appears:  By  the 
Glass,  Red  Wine,  Magnums,  Bar  Food, 
and  more.  I  tap  Red  Wine.  A  list  of 
countries  materiahzes.  I  choose  Spain. 
Then  a  menu  of  regions  appears,  and 
beneath  that,  a  selection  of  wines. 
I  drill  down  more,  and  a  graphic 
displays  details  about  the  producer 
and  grapes,  along  with  tasting  notes, 
arranged  in  a  rosette  pattern. 

The  technology  is  an  example  of 
the  new  trend  of  so-called  ubiquitous 
computing,  or  the  shift  of  comput - 
ing  from  single  PCs  to  more  unusual, 
social  places.  Such  technology  allows 
several  people  to  manipulate  comput- 
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ers  together  without  a  mouse  or  key 
board.  Restaurants,  from  the  high-e 
Adour  to  franchised  chains  such  as 
Atari  founder  Nolan  Bushnell's  uWi 
cafes  (the  latest  to  open  in  Silicon 
Valley  in  early  2008),  are  beginning- 
embrace  the  technology. 

Sure,  there  hav( 
been  touch- scree 
computers  before 
such  as  ATMs.  Bu 
these  new  projec- 
tor-based system 
offer  more  detaile 
graphics  and  grou 
rather  than  solitai 
interactions.  Somi 
critics  dismiss  tov 
tables  as  expensiw 
gimmicks.  Adour 
system,  for  examp 
cost  $250,000.61 
big  companies  lik 
Microsoft  hope  tc 
take  them  main- 
stream. This  sprii 
Microsoft  plans  to  introduce  a  simih 
motion -sensing  technology  for  touc 
tables,  called  Surface,  in  Harrah's  ca 
nos  and  Sheraton  hotels  so  custome 
can  order  their  own  food  and  drinks 
from  the  tabletop  menus.  Each  unit; 
will  cost  about  $5,000  to  $10,000. 
To  create  Adour's  interactive  bar, 
Rockwell  hired  Potion  Design,  a  sma 
New  York  firm  started  by  two  gradua 
of  Massachusetts  Institute  of  Techni 
ogy's  Media  Lab.  Chef  Alain  Ducassf 
hopes  the  touch  -  sensitive  bar  will 
encourage  customers  to  explore  new 
wines— not  to  mention  the  new  wav( 
social  computing.  iBWi 
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The  TV  everyone  glares  at  now  glares  back 


The  BeoVision  7  HD  LCD  has  new  "glare"  technology.  This  innovation  bounces  irritating  changes  in 
light  back  to  the  source,  delivering  a  truly  beautiful  picture.  Perfect  design,  with  a  built-in  DVD  player 
and  the  best  speaker  ever  in  a  TV,  completes  this  picture  of  brilliance. 
For  more  information  visit  wvw.bang-olufsen.com  or  call  800  716  5292 


BANG  &OLUFSEN 


Bang  &  Clufsen  Townsend  695  Townsend  Street  San  Francisco,  CA  415  626  7580 

Banc)  &  Clufsen  Union  Square  353  Sutter  Street  San  Francisco,  CA  415  274  3320 

r  ipore  infortpatior.  about  our  nationwide  r.eftvork  of  Custom  Installation  Centers  visit  www.bang-olufsen.com 


wow  c^Ods  your  eiay  s-^ari? 

That  last  item  is  not  on  most  to-do  lists,  but  for  too 
many  families,  each  day  is  filled  with  the  fear  that  their 
child  will  die  from  neuroblastoma.  Never  heard  of 
neuroblastoma?  Neither  had  Dana  McCreesh. 

Two  years  ago  at  the  age  of  2  1/2,  Dana's  son  Brent  was 
enjoying  life.  His  biggest  worry  was  making  sure  he 
would  get  the  Popsicle  of  his  choice.  That  all  changed 
one  day  when  he  was  diagnosed  out  of  the  blue  with 
stage  IV  neuroblastoma,  an  aggressive  form  of  pediatric 
cancer.   Two-thirds  of  children  with  neuroblastoma  have 
advanced  disease  which  has  spread  to  many  parts  of  the 
body. 


Ten  years  ago  a  toddler  diagnosed  with  advanced 
neuroblastoma  had  almost  no  hope  of  survival. ..and 
these  patients  are  usually  toddlers.  Thanks  to  research 
40%  of  children  diagnosed  today  with  advanced  disease 
will  survive.  Brent  and  some  other  children  who  have 
undergone  aggressive  treatment  are  currently 
cancer-free.  But  neuroblastoma  is  persistent,  so  until  5 
or  more  years  pass,  their  parents  must  wonder  each  day 
if  the  cancer  has  returned.  There  is  no  cure  for  a  relapse. 
At  least  not  today. 

Get  Informed.  Get  Deternnined.  Get  Involved 

www.curesearch.org/Brent 


You  cannot  predict  when 
neuroblastoma  will  occur.    It 
doesn't  matter  where  you  live, 
how  much  money  you  earn,  how 
much  TV  you  watch,  or  if  you 
have  no  history  of  cancer  in 
your  family.    It  is  random. 
Neuroblastoma  is  diagnosed  600 
times  a  year  in  the  US  alone. 


Progress  is  being  made,  but 
there  is  still  a  long  way  to  go. 
Research  will  continue  until 
wondering  if  your  child  has 
cancer  is  no  longer  a  part  of  any 
parent's  daily  routine.    We  need 
your  help. 


95-4132414 
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important  books  like  this  one  come  out  every  year. 
)urse  you  know  that  as  an  executive  in  today's 
;ss  environment,  you  must  keep  current  with  the 
ding  base  of  knowledge. 

can  you  possibly  keep  up  with  all  that  reading? 

:ibe  to  Soundview  Executive  Book  Summariesl 

xperienced  editors  make  it  easy  for  you  —  after 
ing  all  the  newly  published  books,  they  select  the  year's 
Each  one  of  these  tides  is  condensed  into  an 
;  power-packed  summary  —  with  the  essential 
lation  that  will  keep  you  abreast  of  today's  leaders, 
quickly  gain  a  working  knowledge,  helping  you  to 

To  receive  your  bonus  immediately,  Order 

Toll-Free:  1-800-SUMMARY  (Outside  U,S,  and  Canada.  610-558-9495) 


prepare  for  presentations,  make  decisions,  assume  leadership 
responsibilities,  and  respond  to  high  pressure  situations. 

Gain  the  confidence  that  only  such  a  broad  scope  of 
knowledge  can  provide  —  subscribe  today! 

BONUS  —  3  FREE  SUMMARIES. 

Receive  a  free  summary  of 

each  of  these  books  when 

you  subscribe.  |  s  EXEcyiicf 
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WE  CAN  HELP. 


Profit  from  the  deepest  perspectives  on  public 
corporations,  private  companies,  and  the  personalities 
behind  them  with  instant  access  to  the  Web's  best 
financial  resource  at  investing.businessweek.com 

EXPLORE  WORLD  MARKETS. 

■  Get  detailed  data  on  42,000  public  and  322,000  private 
companies  -  on  any  exchange  worldwide. 

GET  CUSTOMIZED  ANALYSIS. 

■  Understand  a  company's  highs  and  lows  with  interactive 
charts  sortable  by  time,  competitors,  news  stories,  and 
events. 

LEARN  MORE  ABOUT  KEY  EXECUTIVES. 

■  See  relationships  among  corporate  leaders  across  industries, 
plus  bios,  compensation,  and  stock  options. 
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SURE,  irS  FROM  AARP. 
m  IS  IT  A  GOOD  DEAL? 


By  Anne  Tergesen 


w  names  are  more  closely  associated  with  retirement  than  AARP.  So  Andrew  Tignanelli,presi- 
nt  of  Financial  Consulate,  a  Luther  ville  (Md.)  financial -planning  firm,  figured  the  retirement  prod- 
ts  AARP  offered  were  sure  to  be  winners.  But  after  comparing  the  nonprofit's  new  mutual  funds  and 
nuity,  plus  older  life  insurance  offerings,  with  those  of  rivals,  Tignanelli  reached  a  surprising 


iclusion:  "The  majority  of  people  can  get  a 
ter  deal  elsewhere." 

ilARP  is  best  known  for  its  advocacy  on  be- 
f  of  those  50  and  over.  But  AARP  also  has  a 
iving  business  licensing  financial  and  health 
orance  products.  AARP,  through  a  for-profit 
'sidiary,  teams  up  with  companies  including 
,v  York  Life  and  UnitedHealth  Group,  which 
[•  it  a  royalty  on  each  sale — in  some  cases  up  to 
%.  In  2006,  the  latest  year  for  which  figures 
available,  such  royalties  contributed  about 
po  million  to  AARP's  $1  billion  budget,  or 
ost  twice  the  income  from  member  dues, 
big  chunk  of  those  revenues  came  from 
iigap  health -insurance  pohcies,  which  cover 
enses  Medicare  does  not.  This  is  an  area 
ire  the  association  tends  to  offer  bargains, 
miums  for  AARP -UnitedHealth  policies  are 
ong  the  lowest  in  many  states,  according 
BusinessWeek  analysis  of  rates  filed  most 
;ntly  with  state  insurance  departments 
Plan  F,  a  comprehensive  Medigap  policy, 
png  the  14  such  pohcies  offered  in  Connect- 
,  AARP 's  policy  is  second  -  cheapest .  In  New 
c,  AARP's  Plan  F  is  generally  the  cheapest.  In 
Chicago  area,  its  premiums  are  lower  than 
le  two -thirds  of  competitors. 
ARP's  retirement  and  estate -planning 
rings  are  far  less  attractive.  For  those  with- 
serious  health  problems,  its  permanent  life 
irance,  which  pays  heirs  regardless  of  when 
insured  dies,  and  its  term  life  insurance 
cies,  which  provide  temporary  coverage, 
rge  high  premiums  when  stacked  up  against 
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For  more  on  this  story, 
watch  our  weekly  show, 
BusinessWeek  TV.  To 
see  video  clips  or  find 
your  local  station  and 
airtlme  by  Zip  Code  go 
to  BuslnessweekTV.com. 


those  of  rivals.  AARP -branded 
mutual  funds  are  twice  as  expensive 
as  offerings  from  Vanguard.  (Both 
use  index  funds.)  And  AARP's  im- 
mediate annuity,  which  converts 
a  lump-sum  payment  into  guar- 
anteed monthly  income  for  hfe, 
generates  a  lower  payment  stream 
than  an  investor  75  or  younger  could 
get  elsewhere.  "Just  because  it  says 
AARP  doesn't  mean  it's  a  good 
deal,"  says  Mark  Maurer,  vice-president  of  Low 
Load  Insurance  Services,  a  Tampa  broker  that 
advises  fee -only  iinancial  planners  looking  for 
insurance  products  on  behalf  of  clients. 

RISKIER  POOL 

AARP  says  there's  a  good  reason  why  its  prod- 
ucts are  priced  the  way  they  are.  Its  program 
is  designed  in  part  to  serve  those  who  might 
otherwise  be  excluded  from  the  market.  Its  life 
insurance  poKcies,  for  example,  ask  for  less 
health  information  than  most  others.  That 
makes  it  easier  for  apphcants  in  relatively  poor 
health  to  get  coverage,  but  makes  for  a  riskier 
pool  of  policyholders,  which  raises  premiums. 
Says  Adam  Sohn,  an  AARP  spokesman:  "We're 
not  always  the  cheapest,  but  we  feel  we  offer  a 
higher -quality  plan  with  elements  that  are  not 
included  in  a  lot  of  competitive  plans." 
An  analysis  by  Low  Load  Insurance  Services 


\i 


g.1 


HOW  AARP  POLICIES  STACK  UP 

To  compare  prices,  Low  Load  Insurance  Services  analyzed  policies 
using  a  65-year-old  man  from  Illinois.  Examples  assume  the  man 
gets  standard  rates,  which  typically  apply  to  those  with  some  health 
problems,  such  as  high  cholesterol  and  high  blood  pressure. 


Term  Life 
Insurance 


Permanent 

Life 

insurance 


AARP's  product,  co-branded  with  New  York  Life,  pays  heirs  up  to 
$50,000  if  the  policyholder  dies  before  80,  when  the  policy  lapses. 
Monthly  premiums  for  $50,000  in  coverage  would  be  $1 44.  With 
Genworth  Financial  or  Jackson  National,  it's  around  $70  a  month. 


To  get  the  maximum  $50,000  in  coverage,  the  monthly  premium 
with  an  AARP  policy  would  be  $286.  Assuming  standard  cover- 
age, the  premium  would  be  $1 59  with  ING,  $1 36  with  American 
General,  and  $146  with  Genworth  Life. 


If  the  65-year-old  put  $50,000  into  an  immediate  annuity  with 
AARP  and  New  York  Life,  he  could  expect  about  $300  a  month  for 
life.  An  annuity  from  Vanguard  would  pay  $326  a  month.  If  the  man 
died  before  recouping  the  $50,000  through  income  payments, 
both  would  refund  the  difference  to  heirs.  If  the  buyer  is  75  or 
older,  AARP's  payouts  will  be  higher. 


Data;  Comparison  conducted  by  Low  Load  Insurance  Services  on  Jan.  28 
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reveals  that  seniors  in  average  or 
good  health  can  find  a  better  deal 
life  insurance  outside  of  AARP  as 
long  as  they  have  a  medical  exam. 
Consider  the  term  life  poHcy  AAF  f 
co-brands  with  New  York  Life, 
which  pays  heirs  upto$50,oooif 
the  policyholder  dies  before  age  8 
To  get  $50,000  in  coverage,  a 
6  5  -  year  -  old  man  from  Illinois 
would  pay  a  monthly  premium  0  tftto 
$144.  With  a  policy  from  Genworth  Financiaifii 
or  Jackson  National,  he'd  pay  just  over  $70  a 
month.  All  prices  assume  the  man  gets  "stan  iteti 
dard"  rates,  based  on  a  health  profile  that  ma^  u 
include  problems  like  high  cholesterol  and    1  j»! 
high  blood  pressure.  (Insurers  have  proprietcti  itfi 
definitions  of  what's  considered  "standard," 
"preferred,"  "preferred  plus,"  or  below  the 
standard  grade.) 

Even  those  unable  to  qualify  for  standard 
rates  may  do  better  with  a  different  carrier. 
A  65-year-old  with  health  issues  that  put 
him  in  the  category  below  standard  could  gefeAsu 
$50,000  of  coverage  through  age  80  for  aboui 
$105  a  month  with  Jackson  National.  Yet, 
another  notch  lower  and  he  would  pay  $138  a(|!o[ 
month.  Plus,  the  fine  print  reveals  that  AARR 
$l44-a-month  premium  will  rise,  first  on  tbb 
man's  70th  birthday  and  again  on  his  75th.  T\  lali 
other  insurers'  rates  aren't  subject  to  increasii  loi 
for  the  pohcy's  15-year  term. For  a  relatively:?  [sii| 
healthy  6 5 -year -old,  AARP's  permanent  lifeti 
insurance  policy  is  also  pricier  than  those  of  l  Lilii 
competitors.  Its  annuity  payout,  meanwhile,a  liti 
lower  (table). 

What  about  a  more  straightforward  produo) 
such  as  mutual  funds?  AARP  lets  investors  pen 
up  a  minimum  investment  of  just  $100  for  its  i 
life  cycle  portfolios,  which  combine  stocks, 
bonds,  and  cash,  using  index  funds.  Similar 
Vanguard  portfolios  require  a  $3,000  initial  iifc 
vestment  and  waive  a  $20  small-account  feetijiju 
those  who  register  online.  AARP  also  offers  frr 
phone  consultations  with  salaried  reps  traine 
to  provide  advice  on  topics  including  how  mui 
to  save  and  which  AARP  funds  to  select. 

Indexing  is  an  approach  AARP  says  it  chose 
part  to  keep  fees  down.  But  even  with  a  low  ar 
nual  expense  ratio  of  0.5%,  the  funds  still  are) 
as  low-cost  as  Vanguard's  LifeStrategy  Funds 
at  0.25%  to  0.27%  a  year.  "You're  not  getting 
any  special  deal,"  says  Christopher  Davis,  a 
Morningstar  analyst.  "You're  paying  twice  as 
much  as  you  [would]  elsewhere."  1 BW 1 
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\  TAX  BREAK 
FOR  THE  KIDS 

s  a  great  tax- savings  opportu- 
ty— for  those  who  qualify.  On 
1. 1  the  rate  for  dividends  and 
ig-term  capital  gains  fell  from 
b  to  0%  for  taxpayers  in  the 
%  and  15%  tax  brackets.  But 
fore  you  transfer  appreciated 
sets  to  your  kids,  consider  this: 
mgress  recently  passed  a  law 
posing  a  parent's  tax  rate  on 
oceeds  of  sales  of  investments 
children.  When  a  child  under 
sells,  profits  over  $1,800  are 
ied  at  the  parent's  rate.  That 
plies  through  age  23  if  a  child  is 
ull-time  student  and  a  parent 
Dvides  more  than  half  of  his  or 
r  support. 

Still,  shifting  assets  "is  a  great 
ategy"  if  the  recipient  is  in 
!  e  of  the  two  lowe  st  tax  brack  - 
i;  (incomes  below  $31,850)  and 
ijlder  than  23.  The  recipient 
a  also  be  18  or  older  but 
ithout  more  than  half  of  his  or 
r  support  from  you,  says  M. 
!)lly  Isdale,  managing  director 
Lehman  Brothers.  "I  can  give 
tck  to  my  niece,  age  22,  whom 
on't  support,  and  she  can  sell 
a  0%  capital  gains  rate  as  long 
the  proceeds  don't  push  her 
0  a  higher  tax  bracket ."  If  you 
itake  advantage  of  this,  don't 
icrastinate:  The  0%  rate  is 
lieduled  to  disappear  in  2011. 
inne  Tergesen 


DON'T  REFI  TILL  JULY 


students  or  former  students  tempted  to 
join  the  refinancing  wave  and  con- 
solidate variable -rate  government 
guaranteed  student  loans  should  wait 
until  after  July  1.  The  Fed's  recent  cuts 
mean  that  rates  on  these  loans  could  be 
around  three  percentage  points  lower 
when  rates  are  reset  in  July,  says  Mark 
Kantrowitz,  publisher  of  FinAid  (finaid. 
org),  a  student  aid  Web  site.  "These 
projected  decreases  represent  the  largest 
decrease  in  federal  education-loan  in- 


terest rates  since  1992,  and  maybe  even 
in  the  history  of  the  program,"  he  says. 

Federal  student  loans  come  in  two 
types:  Stafford  and  PLUS  loans.  Loans  of 
both  types  made  before  July,  2006,  have 
variable  rates  ranging  from  6.62%  for 
students  in  school  (or  those  within  a  six- 
month  grace  period  upon  graduation) 
to  7.22%  for  students  who  have  started 
paying  off  a  loan. 

A  Stafford  borrower  who  is  repay- 
ing a  loan  and  waits  until  the  rates 

reset  should  shave  at  least  2.375 
percentage  points  from  current 
loans.  A  PLUS  loan  borrower 
should  see  a  decrease  of  at  least 
3.125  percentage  points.  Although 
a  wave  of  relinancing  took  place  in 
July,  2005,  when  rates  hit  2.88%, 
there  are  students  who  didn't 
lock  in  the  lower  rate.  The  typical 
graduate  student,  who  has  an 
estimated  $50,000  in  debt,  could 
shave  almost  $75  from  monthly 
payments  and  save  some  $9,000 
by  consolidating  this  summer. 
-Lauren  Young 


SOME  ETFs  HAVE  GOTTEN 
WAY  OFF  TRACK 


The  point  of  an  exchange -traded  fund 
is  to  mirror  the  returns  of  the  index  it 
tracks.  But  some  ETFs  keep  missing  the 
mark  by  a  wide  margin.  In  industry- 
speak,  this  problem  is  called  "tracking 
error,"  which  is  defined  as  the  differ- 
ence between  an  ETF's  return  and  that 
of  the  index  it's  supposed  to  replicate. 

While  the  discrepancy  arises  for 
many  reasons,  it's  often  speciahzed 
ETFs  that  run  into  tracking  troubles. 
For  example,  foreign  ETFs  can't  always 
buy  all  of  the  locally  listed  shares  that 
are  needed  to  more  closely  mimic  their 
benchmark  index.  -L.Y. 


EXCHANGE-TRADED  FUND 

2007  TRACKING 
ERROR- 

Vanguard  Telecom 
Services  (VOX) 

-4.78 

iShares  MSCI  Emerging 
Markets  (EEM) 

-4.08 

PowerShares  FTSE  RAFI 
Utilities  (PRFU) 

-3.38 

PowerShares  Water 
Resource  (PHO) 

-2.85 

PowerShares  RSE  RAFI 
Consumer  Goods  (PRFG) 

-2.78 

•Percentage  points                 Data:  Morgar 

Stanley  Research 
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EVERYTHING  ISN'T  GOING 
TO  BE  O.K. 


In  Greenspan's  Bubbles:  The  Age  of  Ignorance  at  the  Federal  Reserve,  William  A.  Fleckenstein  tak€« 
tough  shots  at  the  former  Fed  chairman.  The  hedge  fund  manager  and  writer  of  the  online  column 
Contrarian  Chronicles  studied  transcripts  of  Fed  meetings  and  Greenspan's  congressional  testimony, 
and  tracked  the  market's  moves.  That  is  the  basis  for  the  critique  he  co-authored  with  Frederick 
Sheehan,  published  by  a  unit  of  McGraw-Hill,  BusinessWeek's  corporate  parent.  Contributing  editorr 
Christopher  Farrell  asked  Fleckenstein  how  investors  will  fare  during  Ben  Bernanke's  regime. 


Chapter  headings  like  "How  Wrong  Can  One 
Man  Be?"  make  your  opinion  of  Greenspan 
clear.  What  about  Bernanke? 

Bernanke  is  just  a  pure  academic.  He  was  almost 
predestined  to  be  in  over  his  head.  When  I  looked 
at  what  he  was  saying  on  the  Federal  Open  Mar- 
ket Committee,  before  he  became  chairman,  it 
was  clear  he  didn't  understand  what  was  going 
on.  But  then  he  was  handed  the  big  real  estate 
bubble  as  chairman.  He  was  doomed. 

Many  people  believed  Greenspan  could  be 
relied  on  to  cut  rates  and  bail  out  the  financial 
markets  when  they  ran  into  trouble.  Is  that 
the  case  with  Bernanke? 
I  think  the  Bernanke  Fed  wanted  to  free  itself 
from  that  at  first.  But  it  caved  in  pretty  quickly. 
The  belief  is  that  the  Fed  can't  let  the  stock 
market  trade  down.  In  the  Greenspan  era,  mar- 
kets could  go  up  as  much  as  they  wanted,  but 
they  couldn't  go  down....  There  was  no  penalty 
for  taking  excess  risks. 

Given  your  views  on  the  Fed,  what  should  an 
investor  do? 

A  lot  of  investors  think  everj^hing  will  be  O.K. 
They  don't  understand  how  shaky  an  edifice  has 
been  created.  I  don't  think  it's  possible  for  the 
Fed  to  solve  the  unwinding  of  credit.  It's  going 
to  get  worse. . . .  This  is  a  moment  to  take  less 
risk.  To  race  into  stocks  because  they're  down 
20%  from  their  highs  - 1  don't  think  so. 
The  product  investors  should  load  up  on 
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is  cash.  You  put  yourself  in  a  position  to  take 
advantage  of  things  when  the  risk  has  been 
squeezed  out.  You  might  lose  a  little,  but  you  put 
yourself  in  a  position  to  wan  big.  Let's  say  you  get 
a  3%  return  on  cash,  and  inflation  is  running  5%. 
But  [eventually]  say  I  can  find  stocks  down  30% 
to  60%,  and  in  two  years  they'll  double  in  value. 

What  about  betting  against  the  dollar? 

For  the  past  four  to  five  years,  I  have  owned 
several  foreign  currencies.  I  have  a  core  posi- 
tion in  precious  metals.  You  have  to  have  a 
hedge  against  the  markets '  going  bad. . . .  My 
favorite  [currency]  at  the  moment  is  the  Ca- 
nadian dollar.  They  have  a  budget  surplus,  a 
balance  -  of  -  payments  surplus ,  all  the  resources 
the  world  wants.  I'm  not  sure  I'd  buy  it  at  gg<t: 
to  the  U.S.  dollar,  but  I  feel  more  comfortable 
holding  Canadian  dollars  than  U.S.  dollars. 
Gold  has  a  place  in  a  portfolio  as  downside 
insurance.  It's  around  $900  an  ounce,  up  three- 
fold in  a  few  years.  That  price  is  a  product  of 
what  the  Fed  has  done.  The  Fed  will  print  money 
no  matter  what,  until  the  foreign  currency  mar- 
ket and  the  bond  market  say,  "No  more." 

You've  said  inflation  is  springing  up  all  over. 
So  how  about  inflation-indexed  bonds? 

They're  indexed  to  the  Consumer  Price  Index, 
and  the  CPI  is  a  cheat  in  the  way  it's  calculated. 
Sometime  in  the  next  five  years  the  bond  mar- 
ket will  price  in  a  more  accurate  calculation  of 
inflation.  We'll  see  attractive  rates  then.  1 BW 1 
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Providing  innovative  solutions 

to  enable  split-second  decisions 
at  300  kmph  for  Ferrari. That's 

certaint 


TATA 


The  formula  one  racing  car  is  the  most  complex  and  advanced  car  in  the  world,  packing  research 
in  aerodynamics,  engine  technology,  brakes,  tyres  and  modelling.  It  has  more  in  common  with  a 
jet  plane  than  it  does  with  a  high  performance  car. Tata  Consultancy  Services  (TCS)  works  with 
Scuderia  Ferrari  before,during  and  in-between  races  to  help  their  cars  go  even  faster.  As  one 
of  the  world's  fastest  growing  technology  and  business  solutions  providers,  TCS  ensures 
that  all  mechanical  and  electronic  systems  perform  at  their  optimum  under  levels  of 
extreme  stress.  Managing  pressure  and  troubleshooting  in  a  situation  where  every  little 
advantage  makes  a  huge  difference.  And  of  course,  enabling  Ferrari  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  •  Outsourcing 


To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 


PERSONAL  BUSINE 


WINE    ROBERT  PARKER 


Despite  the  enormous  influence  of  California's 
wineries,  too  few  specialize  in  premium  wines  s\ 
value  prices.  One  that  does  is  Cartlidge  &  Browne  | 
Avoiding  the  extra  oak  and  other  types  of  manipu- 
lation used  by  some  vintners,  Cartlidge  &  Browne  produces  fruity,  pure,  and  vibrant  wines  that  reflect 
varietals'  personalities.  Even  better,  it  offers  sensational  quality  at  bargain-basement  prices. 


A  BARGAIN-BASEMENT 
WINE  CELLAR 


85 


POINTS 


2005  Cabernet 
Sauvignon 

The  2005  Cabernet 
Sauvignon  exhibits  black 
currant,  dried  herb, 
earth,  and  spice 
characteristics.  It  is  a 
soft,  fruit-driven, 
medium-bodied  wine  to 
consume  over  the  next 
two  to  three  years. 
$12-$15 
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POINTS 


2005  Rabid  Red 

The  dark  ruby-hued 
2005  Rabid  Red  (a  blend 
of  cabernet  sauvignon 
and  petite  sirah,  with 
small  amounts  of  merlot 
and  syrah)  offers  an 
attractive  bouquet  of 
earthy  red  and  black 
fruits  and  spice.  Medium- 
bodied,  with  excellent 
texture,  good  purity,  and 
a  decent  finish,  it  should 
be  drunk  over  the  next 
one  to  two  years.  $12 


POINTS 


2006  Pinot  Noir 

Cartlidge  &  Browne's 
2006  pinot  is  better  than 
many  that  go  for  five 
times  the  price.  Its 
medium  ruby  color 
combines  with  a  soft 
perfume  of  sweet  cherry 
fruit  and  a  touch  of 
cinnamon.  With  good 
size,  medium  body, 
excellent  purity,  and  a 
savory  texture,  it  can  be 
enjoyed  over  the  next  one 
totwoyears.  $12-$15 
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2006  Chardonnay 

The  tasty  2006 
Chardonnay  offers 
orange  blossom,  lemon 
oil,  and  tropical  fruit 
notes,  medium  body, 
crisp  acidity,  and  fine 
purity,  as  well  as 
freshness.  There  is  no 
evidence  of  oak  in  this 
lovely  wine.  $12 
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2006  Sauvignon 
Blanc  Dancing  Crow 

This  is  a  brilliant, 
medium-bodied  white 
loaded  with  melony  fruit 
notes,  crisp  acidity, 
freshness,  and  a  true 
sauvignon  character. 
Drink  it  over  the  next 
year.  $12 


Wines  rated  from  96-100  are  extraordinary;  90-95, 
excellent;  80-89,  above  average  to  very  good.  Robert 
Parker  is  the  world's  most  influential  wine  critic.  Visit 
eRobertParker.com  to  see  tens  of  thousands  of 
tasting  notes,  buy  his  books,  or  subscribe  to  his 
newsletter,  The  Wine  Advocate. 
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lonal  attention  that  begins  before  check-in. 
yiduai  care  to  see  you  through  arrival. 
Ilrline  that  always  goes  a  little  further 
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extraordinary  attention  to  detail 
lows  us  to  see  to  your  every 
at  every  step  of  your  journey, 
ence  this  attentive  service  flying 
of  170  destinations  in  Europe. 
ifthansa.com. 


There's  no  better  way  to  fly       (;:^     Luf  thdnSai; 
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MIDDLE-EAST   ASIA 


LEADERSHIP   FORUM 


i 


The  CEO  Challenge 

Sustaining  Growth,  Expanding  the  Boundaries 

15-16  April  2008,  Jumeirah  Emirates  Towers,  Dubai 


The  Middle-East  Asia  Leadership  Forum  brings  together  senior  political  and  corporate 
leaders,  policy  makers  and  prominent  thinkers  for  an  interactive  exchange  of  views.  The 
2008  Forum  allows  senior  executives  to  deepen  business  links  and  connect  with  new 
opportunities. 

The  challenge  for  CEO's  goes  beyond  finding  growth,  to  sustaining  it,  and  changing 
business  models  to  ensure  future  competitiveness.  Putting  leadership  back  into  strategy 
and  pushing  the  boundaries  to  create  a  new  space  in  the  market  will  be  at  the  center 
of  the  debate. 

Forum  Chairperson 

Her  Excellency  Sheikha  Lubna  bint  Khalid  Al  Qasiini,>  Minister  of  Economy,  Government  of 
United  Arab  Emirates 

Featured  Speakers  include 

The  Hon.  Dr.  Sunn  Pitsuwan,  Secretary-General,  Association  of  Southeast  Asian  Nations  (ASEAN) 

Ambassador  Edward  Djerejian,  Founding  Director,  James  A.  Baker  III  Institute  for  Public  Policy, 

Rice  University,  United  States 

Nabil  Ali  Alyousuf,  Director  General,  The  Executive  Office,  United  Arab  Emirates 

Tom  Bernardin,  chairman  and  CEO,  Leo  Burnett  Worldwide,  United  States 

Victoria  Chu  Pao,  president,  Platts,  United  States 

Chua  Sock  Koong,  group  chief  executive  officer,  Singapore  Telecommunications,  Singapore 

Dr.  Abdallah  Dabbagh,  president  and  CEO,  Ma'aden,  Saudi  Arabia 

Dr.  Yasar  Jarrar,  executive  dean,  Dubai  School  of  Government,  United  Arab  Emirates 

Christopher  Power,  assistant  managing  editor,  InternationaL  BusinessWeek,  United  States       » 

V.  Shankar,  group  head.  Client  Relationships  and  Corporate  Finance,  Standard  Chartered  Bank 

Singapore 

Wong  Wai  Ming,  senior  vice-president  and  CFO,  Lenovo  Group,  Hong  Kong 

For  agenda,  go  to  www.dnmstrategies.com 
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Sponsorship  enquiries: 

Alan  Wong 

Tel  (852)  2151  8220 

Email:  alan.wong@dnmstrategies.com 


Pre-registration  enquiries: 

Wilson  Lue 

Tel  (852)  2136  0142 

Email:  wilson.lue@dnmstrategies.com 
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iDIA  CENTRIC   JON  FINE 


he  One-Guy  Theory 


use  power  begets  confusion.  Companies  led  by  one  guy  get  things  done 


re  is  a  central  truth  about  Time  Warner  that  new  CEO  Jeff  Bewkes 
;t  grapple  with:  Things.  Move.  Very.  Slowly,  There.  The  stock 
ket  yawned  after  his  initial  earnings  call  with  analysts  on  Feb.  6, 
^aps  because  two  of  the  major  initiatives  he  mentioned— re- 
aping AOL  to  sell  its  dial-up  access  business  more  easily  and 


ing  toward  some  decision  about 
i  Warner  Cable— already  have 
it  a  few  seasons  percolating  as 
ibJlities  in  the  press.  Furthermore, 
/■ing  AOL  would  be  "fairly  com- 
ted,"  Bewkes  warned.  The  process 
i  take  several  months, 
is  touches  on  the  fundamental 
a  conglomerate  problem:  There 


are  too  many  layers.  There  are  too 
many  fiefdoms.  There  are  too  many. . . 
guys.  Guys  strolHng  the  corridors, 
guys  clustering  around  the  board- 
room, guys  slowing  things  down.  (The 
litany  of  executives  that  follows  shows 
they're,  still,  almost  exclusively  guys.) 
This,  in  a  time  of  great  uncertainty 
and  fast-shifting  consumer  appetites. 


when  sheer  speed  may 
determine  which  com- 
panies successfully  molt 
and  which  simply  melt. 

I  was  chewing  this  over 
with  a  dealmaker  pal  and, 
inevitably,  the  alacrity 
and  decisiveness  with 
which  News  Corp.  makes 
its  moves  came  up.  Said 
pal  had  a  two -word  ex- 
planation: "One  guy." 

Meaning,  at  News 
Corp. ,  Rupert  Murdoch  is 
the  one  guy  who  sets  the 
parameters,  who  makes 
the  decisions,  and  whose 
sensibility  is  stamped 
^fl      onto  the  brains  of  un- 
^M     derlings.  A  producer  on, 
^^     say.  Fox  News,  for  good 
or  ill,  thinks  about  what 
Murdoch  wants  out  of 
the  programming  a  hell 
of  a  lot  more  than  a  producer  for  Time 
Warner's  CNN  thinks  about  Bewkes. 

Permit  me  to  introduce  the  One -Guy 
theory  of  media  companies .  A  One  - 
Guy  company,  to  a  remarkable  degree, 
has  one  guy  clearly  in  charge  and 
setting  the  tone  of  the  organization. 
Working  at  a  truly  One  -  Guy  kind  of 
place  concentrates  the  mind  wonder- 
fully, as  anyone  who  worked  for  ur- 
One-Guy  guy  Barry  Diller  will  tell  you. 

But  Time  Warner,  famously  set  up 
as  a  group  of  decentralized  divisions, 
is  no  such  place.  All  earlier  attempts 
to  make  it  more,  um,  One-Guy  have 
flopped  resoundingly.  This  is  bad,  be- 
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cause  practically  all  of  media's  recent 
forward-looking  moves  came  courtesy 
of  One  -Guy  guys.  Which  companies 
are  making  sudden  knockout  bids  for 
laggard  companies?  One -Guy  play- 
ers News  Corp.  for  Dow  Jones  and 
Microsoft  (former  One -Guy  Bill  Gates; 
current  One -Guy  Steve  Ballmer)  for 
Yahoo!  Which  broadcast  network  has 
made  the  boldest  moves  online?  CBS, 
dominated  by  the  One -Guy  personali- 
ty of  Leslie  Moonves.  He  likely  learned 
a  thing  or  two  from  his  years  working 
for  Sumner  Redstone,  an  exemplar 
of  the  form  and  One  -  Guy  enough  to 
have  iired  Viacom  CEO  Tom  Freston 
abruptly  for,  well,  not  being  One- 
Guy  enough,  and  letting  a  One  -  Guy 
company  snatch  up  MySpace.  (NBC, 
its  Many- Guys  status  solid  thanks 
to  being  submerged  within  General 
Electric,  is  making  a  bid  to  reinvent 
the  online  video  space  with  its  still - 
upcoming  Hulu.com.  But  it  had  to 
partner  with  Murdoch's  News  Corp. 
to  do  it.) 

ALPHA  BETS 

One  of  the  sharpest  recent  moves 
from  newspapers  —  now  there 's  a 
phrase  you  don't  encounter  often!  —is 
the  complex,  22-company  deal  with 
Yahoo  to  partner  on  various  local 
online  ventures.  (Some  proponents 
of  that  partnership  expect  it  to  start 
producing  meaningful  revenue  this 
year.)  A  key  player  in  knitting  together 
the  alliances:  W.  Dean  Singleton, 
chieftain  of  the  privately  held  Media- 
News  Group  and  a  rare  modern-day 
One -Guy  newspaper  exec.  Pubhcly 
traded  newspaper  companies  were 
founded  in  the  One  -  Guy  vein  but  long 
ago  abandoned  that  model.  Tribune 
Co.  hasn't  followed  it  since  erstwhile 
guiding  spirit  Colonel  Robert  McCor- 
mick  died  in  1955.  But  watch  Tribune 
closely  in  the  aftermath  of  its  purchase 
by  billionaire  Sam  Zell.  Zell  has  seri- 
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ous  One -Guy  tendencies.  He  proudly, 
and  loudly,  engages  in  all  manner  of 
One  -  Guy  behaviors ,  as  evidenced  by 
his  predilection  for  publicly  direct  - 
ing  unprintable  phrases  at  current 
and  former  staffers,  as  those  who  have 
seen  Web  videos  of  his  meetings  with 
underlings  now  know.  (One -Guy  guys 
can't  be  iired  easily,  if  they  can  even  be 
fired  at  all.) 

Technically,  some  companies  that 
operate  as  One -Guy  are  actually  Two- 
Guy  or  Three -Guy.  Among  them:  the 
former  Miramax  and  current  Wein- 
stein  Co. ,  where  the  guys  are  Bob  and 
Harvey  Weinstein.  Another  is  Google, 
which  to  a  remarkable  degree  remains  a 
creation  of  Sergey  Brin  and  Larry  Page, 
but  whose  longtime  CEO  Eric  Schmidt 
is  firmly  in  the  realm  of  its  One -Guy - 
ness.  (Big  tech  companies  tend  toward 
the  One-Guy.  Apple,  Microsoft,  Dell, 
Oracle,  Amazon -One -Guy,  all.  But 
Yahoo ?  Not  so  much. ) 

The  One -Guy  Theory  should  not  be 
considered  a  corollary  to  the  oft- 
discredited  Great  Man  Theory. 
One  -  Guy  guys  tend  to  the  operatic . 
One  -  Guy  guys  can  be  spectacularly 
wrong.  One -Guy  ventures  can  have 
shortcomings.  Microsoft's  software 


dominance  has  ye 
translate  to  its  me 
ventures.  While  a  h 
classic  One -Guy 
cautionary  tale  is 
HoUinger's  Conra 
Black,  who  was  CO 
victed  of  fraud  las 
July,  even  the  best 
and  brightest  mat 
massive  miscalcu 
lations.Manyof 
Diller's  recent  tro: 
bles  at  I  AC  stem  f  flttr 
getting  crosswise  ' 
with  stakeholder 
JohnMalone,  whc 
been  a  sort  of  ape: 
One-Guyness  evee' 
since  he  built  cabh 
giant  TCI;  havingC 
two  One -Guy  gujv  ^ 
in  the  same  place  '  ays 
lead  to  some  heavy  weather.  Michaj 
Eisner's  long  run  at  Walt  Disney  wi. 
remarkably  successful  until  several 
unattractive  One -Guy  traits— micri 
management ,  tone  -  deafness ,  the    i  (j,j 
inability  to  stop  undermining  succo  m 
sors— came  to  the  fore  and  did  himi  ^' 
It's  true  that  Disney's  stock  popp[  f" 
nicely  after  Eisner  left  and  the  morr 
Every-Guy  Bob  Iger  took  over.  But, 
whatever.  A  switch  in  executive 
temperament  often  releases  a  burst 
energy.  Baseball  teams  usually  turr 
around  when  a  manic,  hyperintens 
manager  is  replaced  by  someone  w 
more  mellow  affect.  Still,  in  times  1 
these,  look  for  One -Guy  guys  to  thr 
and  steer  their  ships  more  surely  aiu 
swiftly  than  the  competition. 

The  reason  is  simple:  In  the  land 
the  blind,  the  One -Guy  is  king.  IBV 


New  Time  Warner 
chief  Bewl^es  is 
one  guy  among 
many— perhaps 
too  many 
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Understand  the  Fun  and  Beauty 
in  Mathematical  Concepts 

iscover  How  to  Think  Precisely,  Decisively,  and  Creatively  in  24  Fascinating  Lectures 


Iumans  have  been  having  fun 
and  games  with  mathematics  for 
thousands  of  years.  Along  the  way, 
ve  discovered  the  amazing  utihty  of 
field — in  science,  engineering,  finance, 
;s  of  chance,  and  many  other  aspects 
e. 

lin  Professor  Arthur  T.  Benjamin  to 
rience   The  Joy  of  Mathematics    in 

course  of  24  half-hour  lectures.  He  is 
inally  renowned  tor  feats  of  mental 
lation  performed  before  audiences  at 
d\s,  theaters,  museums,  conferences, 
other  venues,  and  he  shows  you  that 
are  simple  tricks  that  allow  anyone  to 
like  a  "mathemagician." 

rofessor  Benjamin  has  another  goal  in 
course:  Throughout  the  lectures,  he 
s  how  ever)'thing  in  mathematics  is 
ected — how  the  beautiful  and  often 
sing  discipline  that  has  given  us  algebra, 
letry,  calculus,  probabilit)',  and  so  much 
s  based  on  nothing  more  than  fooling 
id  with  numbers. 

Have  You  Forgotten  Math? 
Worry  Not! 

■ofessor  Benjamin  gives  his  presentation 
le  number  9  in — what  else? —  Lecture 
'ther  lectures  are  devoted  to  pi,  the 
inary  number  /,  the  transcendental 
Der  e,  and  infinity.  These  numbers  are 
/ays  to  intriguing  realms  of  mathematics, 
1  you  explore  under  Dr.  Benjamin's 
isiastic  guidance. 

e  also  introduces  you  to  prime  numbers, 
nacci  numbers,  and  infinite  series.  And 
investigate  the  powerful  techniques 
nanipulating  numbers  using  algebra, 
r.etry,  trigonometry,  calculus,  and 
iibility  in  lectures  that  may  hark  back 
bjects  you  studied  in  high  school  and 
;e. 

4ath  Course  Designed  for  You 

.m  will  find  Dr.  Benjamin's  introduction 
■ese  fields  both  a  useful  refresher  and 
d's-eye  view  of  the  most  important 
'  of  mathematics.  He  approaches 
topics    from    a    new    perspective — 

natorics — and  mathematical  games, 
ding  a  fun  entry  into  subjects  that  are 

taught  in  a  lackluster  way. 

<Vbout  Our  Sale  Price  Policy 

ly  is  the  sale  price  for  this  course  so 
lower  than  its  standard  price?  Every 
e  we  make  goes  on  sale  at  least  once  a 
Producing  large  quantities  of  only  the 
jurses  keeps  costs  down  and  allows  us  to 
he  savings  on  to  you.  This  also  enables 
your  order  immediately:  99%  of  all 
s  placed  by  2  pm  eastern  time  ship  that 
day.  Order  before  March  6,  2008,  to 
e  these  savings. 


9 


l^lJlcWfTlQI 


Dr.  Benjamin  assumes  you  have  no  more 
than  a  distant  memory  of  high  school  math. 
He  believes  that  it  is  his  job  to  fan  those 
embers  into  a  burning  interest  in  the  subject 
he  loves  so  much — and  in  which  he  takes 
such  exquisite  joy. 

About  Your  Professor 

Arthur  T.  Benjamin  is  Professor  of 
Mathematics  at  Harvey  Mudd  College,  where 
he  has  taught  since  1989.  He  earned  a 
Ph.D.  in  Mathematical  Sciences  from  Johns 
Hopkins  University.  The  Mathematical 
Association  of  America  honored  him  with 
national  awards  for  distinguished  teaching 
in  1999  and  2000  and  named  him  the 
George  Polya  Lecturer  for  2006-08. 

About  The  Teaching  Company 

We  review  hundreds  of  top-rated  pro- 
fessors from  America's  best  colleges  and 
universities  each  year.  From  this  extraor- 
dinary group,  we  choose  only  those  rated 
highest  by  panels  of  our  customers.  Fewer 
than  10%  of  these  world-class  scholar- 
teachers  are  selected  to  make  The  Great 
Courses. 

We've  been  doing  this  since  1990,  pro- 
ducing more  than  3,000  hours  of  material 
in  modern  and  ancient  history,  philosophy, 


literature,  fine  arts,  the  sciences,  and  math- 
ematics for  intelligent,  engaged,  adult  life- 
long learners.  If  a  course  is  ever  less  than 
completely  satisfying,  you  may  exchange  it 
for  another,  or  we  will  refund  your  money 
promptly. 

Lecture  Titles 

1 .  The  Joy  of  Math — The  Big  Picture 

2.  The  Joy  of  Numbers 

3.  The  Joy  of  Primes 

4.  The  Joy  of  Counting 

5.  The  Joy  of  Fibonacci  Numbers 

6.  The  Joy  of  Algebra 

7.  The  Joy  of  Higher  Algebra 

8.  The  Joy  of  Algebra  Made  Visual 

9.  The  Joy  of  9 

1 0.  The  Joy  of  Proofs 

1 1 .  The  Joy  of  Geometry 

12.  The  Joy  of  Pi 

13.  The  Joy  of  Trigonometry 

14.  The  Joy  of  the  Imaginary  Number  / 

15.  The  Joy  of  the  Number  e 

16.  The  Joy  of  Infinity 

17.  The  Joy  of  Infinite  Series 

18.  The  Joy  of  Differential  Calculus 

19.  The  Joy  of  Approximating 
with  Calculus 

20.  The  Joy  of  Integral  Calculus 

2 1 .  The  Joy  of  Pascal's  Triangle 

22.  The  Joy  of  Probability 

23.  The  Joy  of  Mathematical  Games 

24.  The  Joy  of  Mathematical  Magic 
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PC  Power  in  Your  Handheld 

Intel's  new  chips  could  help  devices  like  the  iPhone  make  the  most  of  the  Web 


When  the  iPhone  appeared  last  year,  fans  hailed  it  as  the  first  hand- 
held product  to  deliver  a  full  Internet  experience.  While  there  was 
some  truth  to  that  claim,  the  iPhone  is  just  the  beginning.  Equipped 
with  more  advanced  semiconductors,  handhelds— including  the 
iPhone— may  soon  equal  or  surpass  PCs  as  tools  for  work  and  play. 

Smartphones  and  other  handhelds 
have  always  had  two  big  liabilities: 
cramped  screens  and  limited  keyboard 
capabiUty.  Less  obvious,  but  just  as 
troubling,  is  their  general  lack  of  the 
processing  power  needed  to  work 
well  with  important  software  such  as 
Adobe's  Flash  technology,  which  pow- 
ers many  Web  sites.  (The  iPhone  can't 
runitatall.) 

New  chips  from  Intel  aim  to  bring 
PC  -like  processing  power  to  handhelds 
while  actually  improving  the  life  of  the 
battery.  A  lot  of  pieces  have  to  fall  into 
place  in  order  for  this  to  happen— and 
there's  a  risk  the  results  won't  come  up 
to  expectations.  We'll  begin  to  see  the 
possibilities  in  a  few  months,  when  the 
first  new  family  of  chips  hits  the  mar- 
ket. But  the  big  payoff  is  still  a  few  years 
out  on  the  horizon. 

You  might  be  surprised  to  discover 
Intel  is  leading  this  charge.  In  2006  the 
company  sold  its  communications -chip 
unit,  which  made  processors  for  high- 
end  smartphones.  At  the  time,  it  was 
widely  assumed  Intel  was  getting  out  of 
the  business.  In  fact,  it  was  the  begin- 
ning of  a  major  strategic  move.  Intel's 
real  goal  was  to  replace  the  processors 
in  smartphones —nearly  all  of  which  use 
technology  from  Britain's  ARM  Hold- 
ings—with chips  based  on  "Intel  Ar- 
chitecture." (That's  Intel's  phrase  for  its 
PC  processors,  which  nearly  everyone 


One  flngern^il-size  chip  will  be  able  to  hold 
a  processor,  a  graphics  adapter,  and  other 
key  elements  of  a  computer 


outside  the  company  refers  to  as  "x86."  ) 

The  first  of  the  new  x86  chips  for 
mobile  devices,  due  in  the  second  half  of 
this  year,  won't  appear  in  smartphones. 
Code-namedSilverthorne,  they  will  be 
used  in  micro-notebooks  or  tablet-type 
computers  with  5-in.  to  7-in.  displays. 
Intel  and  Microsoft  can't  agree  on 
what  to  call  these  products.  Intel  calls 
Linux-based  units,  such  as  the  Eee  PC 
from  ASUSTek  Computer  in  Taiwan, 
"mobile  Internet  devices"  (MIDs).  If  the 
same  basic  hardware  runs  Windows, 
Microsoft  calls 
the  device  an 
Ultra  Mobile  PC. 
Current  MIDs 
use  low-power 
versions  of  Intel's 
laptop  chips. 


Silverthorne  will  allow  smaller  tablel 
with  longer  battery  life. 

Things  will  get  much  more  interes  - 
ing  when  Intel  releases  a  revolutiona 
system  called  Moorestown  within  th 
next  two  years.  Silverthorne  works 
only  as  part  of  a  three -chip  set,  but 
Moorestown  will  cram  an  x86  process 
a  graphics  adapter,  and  other  key  ele 
ments  of  a  computer  onto  one  finger 
nail- size  chip.  It  will  consume  less  ttl 
1%  of  the  electricity  drawn  by  currer 
lower-power  laptop  chips,  and  it  wil 
small  enough  to  fit  into  a  phone  banc 
set.  The  iPhone  is  a  likely  candidate  1 
Moorestown.  So  are  BlackBerrys,  Wi' 
dows  Mobile  smartphones,  and  perhr 
phones  from  Nokia  and  Sony  Ericssc 
based  on  the  Symbian  operating  syst 

Whether  or  not  these  products  liv 
up  to  their  potential  will  depend  on  1 1 
quality  of  the  software.  Here,  Intel's 
back  -  to  -  the  -  future  approach  may  1 1 
a  big  help.  The  x86  platform  has  beee 
around  for  a  quarter -century,  and  mr 
existing  code  for  Windows,  Mac  OS,i 
and  Linux  will  run  on  Moorestown  v^ 
Httle  or  no  modification.  Two  genera 
tions  of  programmers  have  grown  up| 
with  the  platform  and  know  how  to  d 
ate  applications  consumers  love. 

Even  if  the  basic  programs  work, 
however,  it  may  be  hard  to  tailor  appj 
cations  and  Web  sites  for  much  smala 
devices.  Squashing  Windows  or  desl> 
Linux  onto  a  5  -  in .  or  7  -  in .  screen  is  ( 
ficult  enough.  Imagine  getting  them' 
work  on  a  smartphone  with  a  3  -  in.  d  ^ 
play  and  a  thumb  keyboard  or  dialpa 

If  dfevelopers  can  pull  it  off  and  ha 
ness  the  tremendous  processing  pov 
of  the  new  x86  chips,  today's  iPhone 
may  be  remembered  mainly  as  a  harli 
ger  of  much  better  things.  1 BW I 
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IT'S  EASIER  THAN  EVER  TO  RUN  A  WEB  MEETING 

When  you  need  to  get  your  team  together,  you  shouldn't  have  to  run  around  downloading  applications 
and  figuring  out  which  call-in  line  is  available.  You  should  be  able  to  get  a  meeting  up  and  running  and 
then  share,  chat,  whiteboard,  question,  discuss-even  see  each  other  over  your  web  cams-all  with  a 
single  click.  That's  why  there's  INTERCALL  WEB  MEETING,  the  simplest  way  to  run  meetings  online. 


H  InterCall 


ret  a  running  start  with  a  free  trial  of  InterCall  Web  Meeting  at  www.intercall.com/easy 


west 


InterCall  Is  a  subsidiary 
of  West  Corporation 
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NEWS  CORP.  TRADES 
AT  A  DEEP  DISCOUNT 

STOCK  PRICE  (OOLURS) 
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Give  Fox  Some  Respect 

Conglomerates  don't  usually  generate  much  excite- 
ment on  the  Street,  but  global  media  and  entertain- 
ment giant  News  Corp.  (NWS)  is  gaining  traction 
in  spite  of  the  market's  volatility.  Some  savvy  pros 
say  News  Corp.  is  the  most  attractive  media  group. 
"News  deserves  to  be  bought  by  investors  because 

of  its  diverse  content 
and  distribution  as- 
sets and  global  brand," 
says  Mario  Gabelli,  who 
heads  Gabelli  Asset 
Management,  which 
owns  1.5  million  News 
shares.  "News  Corp. 
is  the  fastest -growing 
media  conglomerate, 
priced  at  a  deep  discount  to  its  peers,"  says  Larry 
Haverty,  portfolio  manager  at  Gabelli  Global  Mul- 
timedia Trust.  He  notes  that  in  five  years  operating 
income  tripled,  from  $629  million  to  $1.8  billion, 
and  revenues  jumped  84%.  During  the  same  period. 
News  shares  have  risen  some  50%,  but  in  the  past  six 
months  they  have  dropped  from  26  to  19.81.  Haver- 
ty, who  expects  the  stock  to  hit  the  high  20s  in  a  year, 
says:  "News  owns  a  great  combination  of  assets  and 
yet  gets  no  respect  for  it."  That's  likely  to  change, 
he  says,  as  investors  come  to  realize  that  spend- 
ing on  national  ads  is  getting  stronger.  "The  Super 
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Bowl,  for  example,  was  a  complete  knockout  for  F 
Broadcasting  [a  unit  of  News  Corp.],"  he  notes.  H 
credits  Roger  Ailes,  chairman  and  CEO  of  Fox  Ne^ '  f 
and  chairman  of  Fox  TV,  for  the  success. 

In  its  most  recent  quarter,  News  posted  solid 
broad-based  results  driven  by  almost  all  segmer'  ^ 
says  Jason  Helfstein  of  Oppenheimer,  who  rates  ;  ^ 
stock  outperform.  He  says  Fox's  television  opera 
tions  produced  "exceptional  results"  as  operatin 
earnings  jumped  119%  from  last  year.  And  Fox's 
cable  networks  also  did  well— profits  grew  23%. 

That  doesn't  include  results  from  its  new  Fox 
Business  Network,  which  Tuna  Amobi  of  StandaiiJ*^ 
&  Poor's  expects  to  break  even  in  three  years.  Ami 
who  rates  News  a  buy,  predicts  that  the 
30  million  to  35  million  households  Fox  Business 
reaches  now  will  jump  to  50  million  to  60  millioni' 
in  that  period.  Fox  has  a  history,  Amobi  notes,  of 
doing  things  fast.  The  company's  newspaper  andljas 
magazine  units  also  performed  well,  each  postinji 
15%  earnings  rise.  Amobi  predicts  Fox  Interaction 
Media,  which  includes  MySpace,  will  pull  in  sald|ioi 
of  $1  billion  in  fiscal  2008.  Dow  Jones,  which  Ne 
acquired  in  late  2007,  should  contribute  decent  Jji, 
sales  and  earnings  in  2008,  he  says. 
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If  good  things  come  to  those  wt 
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perior  Logs 
perior  Results 

ti  petroleum  prices 
far  off  $100  a  barrel, 
service  stocks  should 
cyrocketing  as  well. 
ly  have  been,  including 
uniberger.  But  Supe- 
Energy  Services  (SPN), 


IT  YET 
iOUTING  UP 

rrOCK  PRICE  (OOLURS) 


Cur  2.  07 


Bloomberg  Financial  Markets 

:h  offers  specialized 
iices  to  boost  oil  and  gas 
production,  trades  at  a 
^-earnings  ratio  of  lo, 
•'chlumberger's  l8  and 
]r  oil -service  compa- 
i  11  to  14.  Yet  Superior's 
ly  growth  in  earnings 
hare  is  25%  to  30%  vs. 
:ers'20%to23%. 


John  Maloney,  president 
of  investment  firm  M&R 
Capital  Management,  which 
owns  shares,  says  Supe- 
rior, now  at  42.87,  is  worth 
60,  based  on  earnings  and 
cash  flow.  He  says  Superior 
will  do  well  regardless  of 
oil  prices  because  the  large 
producers  need  its  services 
during  good  or  bad  times. 
One  of  its  specialty  ser- 
vices is  "well  intervention," 
which  involves  repairs  and 
maintenance  of  offshore  and 
onshore  wells.  Maloney  sees 
earnings  of  $4.30  a  share  in 
2008  and  $5.30  in  2009. 

Robin  Shoemaker  of  Bear 
Stearns,  who  rates  it  outper- 
form, says  it's  possible  Su- 
perior (a  client)  will  attract 
larger  oil-service  companies 
to  buy  it  because  of  its  earn- 
ings consistency,  technol- 
ogy, and  low  valuation. 

Unless  otherwise  noted,  neither 
the  sources  cited  in  Inside 
Wall  Street  nor  their  firms  hold 
positions  in  the  stocks  under 
discussion.  Similarly,  they  have  no 
investment  banking  or  other 
financial  relationships  with  them. 


The  Drugmaker's 
Friend:  Pharsight 

Little-known  Pharsight 
(PHST)  provides  services  to 
Big  Pharma,  including  Pfizer 
and  Eli  Lilly— plus  the  Food 
&  Drug  Administration.  Us- 
ing its  simulation  software, 
Pharsight  helps  drugmakers 
and  biotechs  decide  whether 
to  put  a  new  compound 
through  expensive  clinical 
trials.  "We  help  save  hun- 
dreds of  miUions  of  dollars," 
says  CEO  Shawn  O'Connor. 
The  FDA  is  using  Pharsight's 
tools  to  standardize  its  own 
analysis  of  drugs.  Pfizer 
employed  one  of  Pharsight's 
software  programs  early  in 
the  process  of  assessing  a 
new  lipid -altering  agent  and 
concluded  there  was  little 
chance  the  drug  would  de- 
liver an  improvement  upon 
an  existing  treatment. 
Private  investor  Tom 
Maguire,  who  for  13  years 
managed  the  Safeco  Growth 
Opportunity  Fund  and  now 
owns  stock  in  Pharsight, 
says  the  company's  technol- 


ogy is  an  important  way  for 
pharmaceutical  companies 
to  increase  their  hits  and 
reduce  their  misses.  It  offers 
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"extraordinary  value"  for 
biotechs  and  drugmakers, 
he  says.  Michael  Petusky 
of  Noble  Financial  Capital, 
who  rates  Pharsight,  now  at 
4.68  a  share,  a  buy,  with  a 
12-month  target  of  6.50,  ex- 
pects earnings  of  I'St  a  share 
in  2008  and  ibt  in  2009,  vs. 
i6(f  in2007.  iBWi 

BUSINESSWEEK.COM  I 

Inside  Wall  Street  is  posted  at 
businessweek.com/investor  at 
5  p.m.  EST,  usually  on  Thursdays. 
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090   FEEDBACK 


HOUSING  MELTDOWN 

ilol 


"Meltdown:  For  Housing,  the 
Worst  Is  Yet  to  Come"  (Cover 
Story,  Feb.  ii)  provoked  a  barrage 
of  intense — and  varied — 
responses.  The  story  said  that 
home  prices  could  sink  an 
additional  25%  over  the  next 
two  or  three  years,  and  readers 

registered  their  alarm,  their  anger,  their  solutions  (see  the  immigration -related 
suggestion  below),  even  their  optimism  (at  last,  cheered  one  reader,  affordable 
house  prices).  As  for  who's  to  blame  for  the  mess,  the  culprits  fingered  included 
the  borrowers,  the  Administration,  Congress,  former  Fed  chief  Alan  Green- 
span, Wall  Street's  financial  wizards  — and  the  media,  singled  out  by  some  for 
making  matters  worse  by  spreading  panic.  -Piter  Coy 


tnnu. 


The  housing  market  is  like 
a  chain  letter:  The  last  guy 
gets  burned.  Unfortunately, 
the  real  villains  in  this 
story  won't  be  burned:  all 
the  MBAs  in  finance  who 
fostered  this  mess  and  col- 
lected their  fees  anyway. 
Screen  name:  Lefty 

I  don't  know  why  it  comes 
as  a  surprise  to  everyone. 
For  five  years,  even  the 
meatheads  at  my  gym  have 
been  talking  about  a  hous  - 
ing  implosion.  I'm  amazed 
at  these  brilliant  CEOs  and 
hedge  fund  types  who  got 
bhndsided. 
Screen  name:  John 

I'm  a  homeowner  who 
thinks  the  housing  slump 


will  be  positive  in  the  long 
term.  Our  children  were  be- 
ing priced  out  of  the  market 
or  forced  to  endure  years  of 
struggling  to  pay  mortgages. 
I  beheve  the  government 
should  not  destroy  the 
prospects  of  future  genera- 
tions by  trying  to  salvage  the 
situation.  A  25%-to-40% 
decline  would  be  painful, 
but  ultimately  healthy. 
Screen  name:  Paul 

You  missed  a  vital  item  that 
will  put  a  floor  under  home 
prices:  building  codes.  We 
have  had  a  tremendous 
increase  in  code  require- 
ments. This  has  pushed  up 
the  cost  of  new -dwelling 
construction  to  $200  to 
$250  a  square  foot.  Add  to 


that  the  profit  that  builders 

must  build  in. 

Screen  name:  Russ  from  N.J. 

I'm  upset  that  the  Admin- 
istration wants  to  bail  out 
banks  with  reckless  lending 
policies.  Did  the  U.S.  learn 
anything  from  the  savings 
and  loan  crisis  ?  Banks 
learned  they  can  speculate 
on  real  estate  and  taxpayers 
will  pick  up  the  tab  in  the 
name  of  economic  stability? 
Screen  name:  Michael 

The  real  cause  of  the  hous  - 
ing  bubble  and  its  bust  is 
Congress.  In  1997  the  tax 
law  was  changed  [to  allow 
more  profit  from  selling  a 
house  to  go  untaxed]  — 
making  housing  the  best 


investment  in  America, 
Home  prices  accelerate! 
beyond  the  inflation  rai 
immediately,  eventuall; 
going  beyond  levels  just: 
by  the  tax  change.  Until 
someone  investigates  Co 
gress'  role,  proper  blame  (, 
will  never  be  assigned. 
Screen  name:  Rod  Everson  i 


Here's  a  way  to  break  t 
cious  cycle:  Allow  fore 
who  put  down  paymeni 
of  $100,000  into  U.S. 
homes  to  become  citizeni, 
That  would  soak  up  exccN 
housing  and  strengthen  1 
banks  without  adding  to  i 
national  debt. 
Screen  name:  Paul 


We  are  in  a  volatile  eco- 
nomic situation,  and  peo' 
are  panicky.  Making  ther 
more  frightened  will  mi 
matters  worse.  Your  sej 
tionalistic,  fear-mongi 
cover  could  help  triggey.-^ 
economic  collapse. 

Anne  Barschall 

TARRYTOWN.  N.Y. 
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IGN  WORKERS 


G  THE  MATH 
1-B  WAGES 


re  outraged  and  dis- 
'd  at  the  unfair  por- 

I  of  our  company  in 
Hl-B  Workers  Getting 
d?"  (What's  Next, 

11).  It  does  not  reflect 
'.  Computer  Systems' 
ment  of  Hi-B  work- 
n  reporting  on  the 
lit  brought  against  us, 
rticle  reUed  heavily  on 
orn  allegations.  It  also 
ified  Ron  Hira,  who  is 
{ paid  by  the  plaintiffs 
s  services,  only  as  "an 
•t  witness." 
is  suit  involves  issues 
iissed  last  year  in  a  La - 
apt.  investigation  that 
i  we  owed  additional 
s  to  some  employees. 
)operated  fully  to  cor- 
he  payment  mistakes, 
urrent  plaintiffs  were 
ied  in  that  investiga- 
nd  now  seek  more 
■yfromPatni. 
ni  is  committed  to 
ilying  with  all  laws, 
iing  those  concerning 
ayees'pay. 

II  Boekenkroeger 
live  Vice-President 
Americas  Inc. 

DGE,  MASS. 


rticle  exposes  some  of 
s  behind  the  reverse 
torting  jobs  overseas, 
city,  two  universities 
i  their  nursing  degree 
ams,  despite  a  nursing 
age.  The  hospitals  are 
sing  cheaper  nurs  - 


CORRECTIONS  & 
CLARIFICATIONS 

"Mutual  Fund  Fees:  The  Awful 
Truth"  (Personal  Business, 
Feb.  4)  incorrectly  stated  that 
mutual  fund  assets  have  sur- 
passed $3  trillion.  They  have 
topped$12  tnllion.  Atable 
accompanying  the  article  mis- 
characterized  the  listed  funds' 
10-year  annualized  returns. 
They  represent  net,  not  gross, 
returns.  The  percentages  in 
the  table  are  accurate. 


ing  labor  brought  in  from 
foreign  countries. 
Kevin  McNamee 

THOUSAND  OAKS,  CALIF, 

As  a  former  Hl-B  visa 
recipient,  I  had  employers 
who  paid  a  meager  salary 
when  sponsoring  me  for  the 
visa.  But  10  years  out,  I  have 
it  all — a  big  job  and  a  big 
paycheck.  I'll  bet  most  Hl- 
Bs  do  the  math,  biting  the 
bullet  to  gain  experience. 
Screen  name:  Ramu 

FREE  TRADE 

FREE?  MORE  LIKE 

A  GIVEAWAY 

Those  who  support  free 
trade  tend  to  forget  about 
the  millions  of  Americans 
who  have  gone  into  debt 
to  buy  goods  they  once 
produced  before  they  were 
displaced  from  their  jobs 
("Economists  Rethink  Free 
Trade,"  News,  Feb.  ll).  Talk 
about  a  credit  crunch. 
Joseph  Chance 

NILES,  OHIO 

It  isn't  free  trade  when  the 
advantages  accrue  mostly 


to  foreign  exporters.  And 
there  is  a  security  angle: 
The  U.S.  has  given  away  its 
technologies  and  may  have 
lost  its  ability  to  manufac- 
ture products  critical  to  its 
survival.  Self-preservation 
is  not  protectionism. 
Robert  Goodsell 

RIDGEFIELD,  WASH. 

WHISTLEBLOWING 

AIR  SAFETY  ISSUES: 
DON'T  LOOK  TO  THE  FAA 

The  dilemma  faced  by  Fed- 
eral Aviation  Administra- 
tion safety  inspector  Mark 
Lund,  who  was  demoted 
after  warning  superiors 
about  safety  failures,  is 
not  new  ("Airline  Safety: 
A  Whistleblower's  Tale," 
In  Depth,  Feb.  ll).  In  1962, 
Defense  Secretary  Robert 
McNamara  had  Air  Force 
personnel  evaluate  airhnes' 
performance  after  a  DC -6 
ferrying  troops  crashed. 

The  FAA  never  does  the 
job  right.  So  we  need  people 
like  Lund. 
Dennis  Daly 

PLYMOUTH  MEETING,  PA. 

THE  SOC  GEN  SCANDAL 

TO  THWART  A  ROGUE, 
YOU  NEED  CONTROLS 

Maria  Bartiromo's  interview 
with  France's  Finance  Min- 


ister ("Christine  Lagarde  on 
the  Soc  Gen  Scandal,"  Face- 
Time,  Feb.  11)  frames  the 
scandal  at  Societe  Generale 
as  the  story  of  an  ambitious 
rogue  trader.  Let's  not  forget 
that  controls,  monitoring, 
and  surveillance  almost  al- 
ways trail  new  products  and 
new  revenue  opportunities. 
Unless  that  changes,  there 
will  be  more  incidents  hke 
that  at  Soc  Gen. 

BC  Krishna 
CEO,  Memento 

CONCORD,  MASS. 

THE  ECONOMY 

CULTURE  CAN  BE 
THE  BEST  MEDICINE 

One  activity  is  missing  from 
the  list  in  "Live  It  Up,  for 
the  Economy's  Sake"  (BTW, 
Feb.  11):  the  arts,  a  proven 
economic  revitalizer. 

The  nonprofit  culture 
industry  is  a  key  player  in 
strengthening  the  economy, 
generating  $166.2  billion 
worth  of  activities  every 
year  and  supporting  5.7 
million  full-time  jobs. 
The  collateral  spending  at 
restaurants,  garages,  and 
other  merchants  supports 
local  communities  as  well. 
The  arts  are  good  for  the 
economy— and  the  spirit. 

Robert  Lynch 

CEO,  Americans  for  the  Arts 

WASHINGTON 


I  don't  know  why  it  comes  as  a  surprise....  Even 
the  meatheads  at  my  gym  have  been  talking 
about  a  housing  implosion,  screen  name:  john 
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Calling  WorldCom  to  Account 


WhJstleblower  Cynthia  Cooper  gives  a  nuanced  account  of  how  a  staff  of  decent  folks  went  so  far  astray 


Early  in  her  story  of  the  WorldCom  implosion,  whistleblower  Cynthia 
Cooper  offers  a  graphic  description  of  events  as  they  developed.  With 
billions  of  dollars  in  shareholder  value  at  stake,  accountants  at  the 
once-soaring  telecom  giant  were  asked  to  cover  up  huge  losses.  "To 
meet  earnings  expectations,  they'd  have  to  make  adjustments  in  the 


hundreds  of  millions  of  dollars  with 
no  support  and  only  the  hope  that  the 
problem  would  correct  itself,"  Cooper 
explains.  The  accountants  agonized 
over  ethics  and  criminal  liability,  with- 
drew emotionally  from  their  families, 
and  composed  resignation  letters.  Ul- 
timately, fearful  of  losing  not -easily- 
replaced  jobs,  they  succumbed,  cook- 
ing the  books  with  made-up  profits.  "I 
just  really  pulled  some  [accounts]  out 
of  the  air,"  one  of  them  said. 

Such  blow-by-blow  detail  is  what 
makes  Cooper's  Extraordinary  Cir- 
cumstances: The  Journey  of  a  Corporate 
Whistleblower  well  worth  reading.  Of 
course,  the  tale  of  WorldCom  and  its 
Southern  wheeler-dealer  CEO  Bernie 
Ebbers  is  well-known.  Starting  in 
2000,  company  executives  resorted 
to  criminal  deeds  in  a  desperate  effort 
to  maintain  their  success  of  the  late 
1990s.  In  mid-2002,  WorldCom's 
internal  audit  vice-president.  Cooper, 
and  her  team  discovered  the  decep- 
tion and  informed  the  board.  Cooper 
earned  accolades  for  taking  a  stand, 
while  Ebbers  was  sentenced  to  25  years 
in  federal  prison.  As  this  book  hits 
stores.  Cooper  will  no  doubt  get  fur- 
ther kudos  for  her  virtue.  But  what  re- 
ally bears  saluting  here  is  her  nuanced 
account  of  how  a  staff  of  decent  human 
beings  could  go  so  far  astray.  Compel- 
ling, too,  are  the  author's  memories  of 


A  murky  accounting  entry  called  "prepaid 
capacity"  prompted  her  to  probe  deeper— 
and  proved  to  be  the  smoking  gun 


her  own  highly  emotional  WorldCom 
experiences,  even  though  her  prose 
style  is  no  better  than  workmanlike. 

Shady  activity  can  be  easy  to  ratio - 
nahze,  Cooper  reminds  us.  One  ac- 
countant, Troy  Normand, 
said  he  gave  in  because  he 
had  become  the  family's 
sole  earner  after  his 
wife  had  a  miscarriage. 
Another  observed  that 
the  misdeeds  were  far  re- 
moved from  her  daily  job 
and  the  good  people  she 
enjoyed  working  with. 

Some  of  the  back- 
ground in£;ooper's  own 
narrative  seems  unneces- 
sary. But  in  time,  we  learn 
just  why  it's  important  to 
know  that  Cooper  is  not  only  a  CPA 
but  also  a  certified  fraud  examiner  and 
information -systems  auditor.  Finding 
out  that  she  is  a  mother  of  two  and  her 
family's  chief  breadwinner  helps  us 
appreciate  her  struggle  over  whether 
to  proceed  with  her  sleuthing  against 
management's  wishes.  Of  less  inter- 
est are  long  sections  on  the  author's 
high  school  graduation  and  a  move  to 
Atlanta. 

As  the  book  unfolds.  Cooper's  fly- 
on-the-wall  account  of  her  investiga- 
tion is  engrossing.  In  May,  2002,  as  the 
company's  stock  plummeted  and  after 
Ebbers  was  fired. 
Cooper  read  a 
newspaper  article 
in  which  a  former 
WorldCom 
analyst  alleged 
capital -spending 


abuses  at  the  company.  This  promj 
her  to  initiate  a  capital -expenditur 
audit.  Expecting  to  find  nothing,  si 
soon  discovered  a  discrepancy  und 
an  accounting  entry  called  "prepai 
capacity."  When  no  one  was  able  to 
explain  what  the  term  meant,  Coo^ 
decided  to  probe  deeper. 

Attempts  by  WorldCom's  accoui 
tants  to  stonewall  the  audit  only  fu 
her  suspicion.  Using  special  softwE 
one  of  her  tech  experts  clandestine 
sifted  through  accoui 
ing  records  and  disco 
ered  a  maze  of  "nonsi 
sical"  entries  pointinT 
to  large  dollar  amoun 
being  moved  from 
WorldCom's  income 
statement  to  the  bala. 
sheet— bookings  that 
effectively  increased  I 
company's  profit. 

Cooper's  willingnet 
to  reveal  her  innermo 
thoughts  as  she  dug 
makes  for  grip; 
reading.  As  sh 
was  pressured 
by  accounting! 
executives  anc* 
even  the  board, 
audit -commit: 
chair  to  postpc 
the  hunt,  she  persevered,  although 
knew  it  could  cost  her  her  job.  She  t 
her  thoughts  while  marching  dowm 
long  hallway  on  her  way  to  interrog  1 
a  series  of  managers:  "I'mnervous.^ 
hold  up  my  hand,  my  fingers  are  shr 
ing.  My  heart  is  pumping  wildly." 

The  book  ends  with  an  unneces- 
sarily long  recap  of  the  Ebbers  trial 
with  which  many  readers  will  alrea  j 
be  familiar.  And  Cooper's  parting 
thoughts  are  a  list  of  sometimes  va. 
and  hardly  original  ethical  rules  to 
by.  But  they  don't  detract  from  her 
perceptive  and  candid  story.  1 BW 1 


Extraordinary 
Circumstances: 
The  Journey  of 
a  Corporate 
Whistleblower  by 
Cynthia  Cooper; 
Wiley;  402pp;  $27.95 
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096  THE  WELCHWAV  I  JACK  &  SUZY  WELCH 


Immigration:  A  Reality  Check 

How  do  we  deal  with  this  complex  problem?  Try  looking  at  it  from  a  managerial  angle 


Do  you  have  a  stand  on  immigration? 

Stephen  Barnard 
OXNARD,  CALIF. 


We  do,  and  since  you  asked  us  this 
question  at  a  conference,  we  know  you 
do,  too,  rooted  in  your  livelihood  as 
the  owner  of  several  avocado  farms. 
"People  are  making  this  issue  insanely 
complicated  and  political,"  you  told  us. 
"It's  economic.  All  immigrants  are  here 
for  is  work.  If  we  don't  find  a  simple, 
fair  way  to  keep  them  in  this  country,  it 
will  kill  thousands  of  businesses." 

We're  with  you.  Government  esti- 
mates say  there  are  around  12  million 
illegal  immigrants  in  the  U.S.  Even  if 
only  6  million  of  them  hold  jobs,  losing 
these  workers  would  erode  the  viability 
of  the  countless  industries  that  rely  on 
them  to  fill  the  least  attractive  of  jobs. 
Just  as  onerous,  current  immigration 
policy  kicks  out  too  many  foreigners, 
in  the  U.  S.  on  student  visas,  after  they 
finish  their  educations.  We've  met 
many  of  these  students,  and  the  irony 
is  that  most  of  them  hunger  to  put  their 
science  and  technology  backgrounds 
to  work  either  launching  companies 
in  America  or  working  at  one  of  the 
country's  high-tech  companies,  from 
20 -person  startups  in  Silicon  Val- 
ley to  Microsoft.  In  other  words,  our 
economy  desperately  needs  these 
entrepreneurs,  just  as  it  needs  day 
laborers,  to  stay  competitive. 

But  we'd  go  farther.  Immigration  isn't 
just  an  economic  issue .  It 's  a  manage  - 
rial  one,  and  any  plan  that  suggests  the 
U.S.  deport  illegal  workers  violates  one 
of  management's  cardinal  rules:  You 
have  to  face  reality.  Forget  the  notion 


Froni  a  pragmatic  point  of  view,  the  idea  of 
sending  millions  of  illegals  back  to  where 
they  came  from  shouldn't  even  be  on  the  table 
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that  illegals  will  suddenly  heed  "the  law 
of  the  land"  and  pack  their  bags.  With 
the  better  life  America  provides,  that 
ain't  happening.  Which  leaves  deporta- 
tion. But  come  on,  there  is  no  way  this 
country  can  send  millions  of  people 
back  where  they  came  from.  We  can't 
even  figure  out  a  way  to  renew  drivers' 
licenses  at  the  local  DMV  without  mak- 
ing normal  citizens 
feel  homicidal.  Maybe 
that's  hyperbole, 
but  our  point  is:  The 
government  has  a 
hard  time  managing 
logistics  now.  Add  a 
surge  in  activity— a 
massive,  challenging 
one — and  the  system 
will  blow  out. 

People  have  to  face 
reality,  too,  when 
it  comes  to  laying 

blame— and  taking  responsibility— for 
the  immigration  problem.  Yes,  many 
immigrants  broke  the  law  entering  the 
coimtry.  But  our  borders  were  obviously 
not  secure  enough.  So  let's  just  say 
accountability  for  the  problem  can  be 
shared  and  move  on  to  solutions.  Every- 
one agrees  we  need  to  stop  the  inflow  of 
immigrants  with  better  border  control, 
whether  with  walls  or  technology  or 
both,  and  that  we  must  try  to  expel  all 
convicted  felons.  Both  should  be  top 
priorities.  Next,  the  government  needs 
to  design  a  process  that  moves  law- 
abiding  illegals  out  of  the  shadows.  We 
don't  know  the  precise  details  of  such 
a  process.  Should  illegal  immigrants 
pay  a  $5,000  fine  or  a  $25,000  one? 
Should  they  have  to  wait  three  years  to 
become  citizens 
or  seven?  The 
answers  hardly 
matter  in  the  long 
run.  What  counts, 
in  the  immedi- 
ate term,  is  that 


immigrants  are  registered  and  paying] 
taxes.  Imagine  the  freedom  of  move-  [ 
ment  such  a  change  wiU  unleash  in  thf 
millions  who  have  been  living  in  fear, : 
and  how  much  easier  it  will  make  the  J 
widespread  teaching  of  English,  the 
language  that  makes  the  fullest  expre 
sionof  U.S.  citizenship  possible. 
Now,  we  don't  intend  to  oversim- 
plify this.  It's 
not  a  quick -fix 
problem,  nor  is 
new  one.  Not  loll 
ago,  we  attendeli 
a  lecture  by  Sol  ■ 
Gittleman,  a 
professor  at  TuJt 
University  and  il 
leading  expert  c 
U.S.  immigratici 
history.  He  gave? 
a  narrative— onti' 
that  would  maki 
most  Americans  cringe  in  shame— ok 
how  every  wave  of  immigrants  to  thin 
country  since  1620  has  tried  ardentlj 
sometimes  violently,  to  stop  the  nexl 
Indeed,  according  to  Gittleman,  bittc 
class  -  based  opposition  to  immigrati '  > 
even  when  fully  legal,  is  as  much  apat4» 
of  American  culture  as  pride  in  beinfr 
the  world's  "melting pot."  No  wondej 
immigration  is  stirring  up  such  a  poL 
cal  maelstrom  right  now. 

And  yet,  like  you,  we  believe  the 
storm  can  be  calmed.  Not  with  rheto 
about  principle  but  with  pragmatic 
managerial  action.  Milhons  of  immi- 
grants across  the  economic  spectrim 
keep  our  country  running,  and  sendi' 
them  away  makes  no  sense.  It's  time 
face  reality— and  fix  it.  IBWI 
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Jack  and  Suzy  Welch  await  your  questions.   ' 

E-mail  them  at  thewelchway@business- 

week.com.  For  their  PODCAST,  go  to 

businessweek.com/search/podcasting,htm. 
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